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Section 1 - Scope of Assignment 


On June 30, 2010, Conway MacKenzie, Inc. (“Conway MacKenzie”) was retained to prepare for 
the Employees Retirement System and the Government Development Bank for Puerto Rico, as fiscal 
agent, (the “GDB”) this report and to provide professional services in connection with its review of the 
Employees Retirement System (hereafter referred to as the “ERS,” or “System”) of the Government of 
Puerto Rico (the “Government”). 

Conway MacKenzie was retained to identify, analyze, and summarize the key events and 
decisions that have created the current financial crisis of the ERS. Specifically, Conway MacKenzie was 
engaged to: 


• Review historical decisions, transactions and other actions taken by the Board of Trustees of 
the ERS and the Board of Directors of the GDB, or any committees thereof, to evaluate the 
deterioration in the funding ratio, and other key indicators, of the ERS during the period of 
June 2004 to December 2008; 

• Review financial projections, budgets, strategie plans and other information to assess the 
current financial situation of the ERS, including analysis and validation of key assumptions; 

• Review the analyses supporting the issuance and utilization of funds related to the issuance of 
Senior Pension Funding Bonds by the ERS in fiscal year 2008; and 

• Review eompliance with certain laws and regulations applicable to the ERS, including the 
Fiscal Reform Law of 2006, by the Board of Trustees of the ERS and the Board of Directors, 
or any committees thereof, of GDB. 

In undertaking this assignment, Conway MaeKenzie made multiple site visits to both the ERS 
and GDB offices, located in Puerto Rico. Conway MacKenzie also interviewed, either telephonically or 
in-person, a number of key personnel from the ERS. Lastly, Conway MacKenzie reviewed and analyzed 
various documents including, but not limited to: 

• Historical meeting minutes of the GDB Board of Directors (from 2005 through 2008) 

• Historical meeting minutes of the ERS Board of Trustees (from 2004 through 2009) 

• Actuarial valuation reports of the ERS 

• Historieal financial statements of the ERS 

• Various financial analyses prepared by ERS personnel 

• GDB transaction files related to the Pension Obligation Bonds (“POB”) transaction of the 
ERS 

• Various presentations prepared by the ERS or outside parties 

A complete list of documents relied upon is included as Exhibit 1. 
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Section 2 - Findings 


The Employees Retirement System of the Government of Puerto Rieo is a trust funded by the 
contributions of active participants, governmental employers and proceeds from its investment portfolio 
to pay pensions and other post-employment benefits of government retirees. The current System was 
created by Act 447 of May 15, 1951 and, since its inception, has lacked proper planning and contribution 
levels. 

The ERS is divided into three benefit structures and administers two separate retirement plans: a 
defined benefit plan and a defined contribution plan. Contributions to the ERS are set by legislation, and 
not determined by actuarial calculations. This has negatively impacted funding of the System due to 
statutorily required contributions being less than actuarially determined required contribution levels for 
years. The responsibility for the proper operation and administration of the System is vested with the 
Board of Trustees. As currently structured, the System has inadequate contribution levels relative to 
benefit obligation requirements, resulting in negative cash flows, a deteriorating asset base and declining 
funding ratios. Historically, the System has largely ignored many warning signs and addressed and cured 
its cash flow issues in various temporary ways including the sale of investments, obtaining loans from 
financial institutions and using Pension Obligation Bond proceeds. 

Actions taken by the ERS to improve its fiscal health and reverse the increasing actuarial liability 
and deteriorating funding ratio have not been successful. If these problems are not properly addressed 
and the System is not restructured immediately, annual cash shortfalls will render the ERS insolvent in 
the near future. While the structure of the System has been fundamentally broken for years, certain 
concrete actions and events from 2004 to 2008 have exacerbated its problems. 

Findings 

Upon the conclusion of our work, we believe the following factors have been fundamental in the 
deterioration in the ERS’s financial health throughout its nearly 60 year history, and particularly during 
our review period which primarily focused on years 2004 and beyond: 

• Inadequate Funding Procedures; 

• Special Laws; 

• Early Retirement Programs; 

• Personal Loans; and 

• 2008 Pension Obligation Bond Transactions. 

Our findings indicate that the System has essentially been underfunded since its inception in 
1951. The underfunding is a direct result of statutory funding requirements that fall below actuarially 
determined contribution rates. In addition to deficient annual contributions, investment returns and other 
recurring income levels have been insufficient to cover the System’s annual benefit payments and other 
operating obligations, resulting in negative cash flows. As a result, the System has been forced to 
liquidate nearly all of its net plan assets to address cash flow shortfalls. In order to bolster the System’s 
prospects of long-term solvency, an increase in the statutorily required contribution rates will be 
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necessary, and only sufficient to reverse the ERS fiscal crisis if done in combination with other actions, 
some of which are mentioned throughout this report. 

We also noted that Special Laws, which grant incremental retirement benefits to participants 
beyond those which are provided for under the Act 447 and Act 1 benefit structures, have exacerbated the 
System’s Fiscal situation through the years . In fact, many Special Laws that were passed appear to have 
failed in securing long-term, viable funding sources to compensate for their economic burden to the ERS. 
As a result, the System has shouldered the obligation of funding many Special Law benefits resulting in 
significant past-due receivables as many public corporations and municipalities simply could not afford to 
finance these incremental obligations. Since Special Law benefits are not an explicit component of the 
ERS, we believe the underlying legislation should be revisited and analyzed to determine whether much 
needed structural changes can be enacted, which would serve to reduce or eliminate unfunded Special 
Law payments, thereby strengthening the fiscal position of the Government, its various municipality and 
public corporation employers, and most importantly, the ERS. 

Another factor which has aggravated the System’s fiscal situation is early retirement programs. 
These programs were promoted by the Government of Puerto Rico in order to reduce the size of the 
public workforce, thereby decreasing payroll costs, which account for a substantial portion of the 
Government’s general budget. Based on available information provided, it appears that early retirement 
programs did not accomplish their intended goals . In addition, since many of these programs were not 
funded up-front by the sponsoring employers, the ERS continues to remain exposed to collection 
problems, as well as future cash flow deficits, assuming the System funds additional early retirement 
benefits for which it is unable to collect reimbursement. It is therefore important that any additional early 
retirement programs enacted be funded in advance by the sponsoring employer in order to minimize the 
potential negative cash flow impact on the ERS. 

Furthermore, the decision by the ERS to increase the maximum loan balance for personal loans 
from $5,000 to $15.000 in 2007 has resulted in a significant cash drain to the System amounting to nearly 
$600 million over the past four fiscal years. These negative cash flows have been funded by the System 
and necessitated the liquidation of plan assets. In addition, Conway MacKenzie did not come across any 
documented discussions or relevant documentation which indicated that the decision to increase the 
personal loan caps in 2007 was supported by a thorough analysis of its projected impacts on the System’s 
financial health. As a result, we believe that both the System Administrator and Board of Trustees in 
office during 2007 may have failed to meet the requisite standards of due care and fiduciary duties in 
approving these changes. 

Lastly, we believe that the FOB transactions may have negatively impacted the ERS and the 
Government, in general. In analyzing management’s decision to enter into the FOB transaction, we found 
no basis for the initial assumption made that such a strategy would immediately improve the funded status 
of the ERS. In fact, the strategy has not improved the funded position of the System and, due to the 
negative arbitrage realized and fees paid as part of the FOB transaction, actually worsened the funded 
position of the System . The short-term liquidity fix is costly and these costs may be realized for decades 
to come. In our opinion, the FOB transaction accomplished little more than passing on, and increasing the 
complexity of, the burden of fixing the System’s fundamental structural problems to future 
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administrations of the ERS. In addition, several warning signs, which suggested that the full 
implementation of the FOB strategy would be difficult, if not impossible, were identified but ultimately 
downplayed or ignored by those responsible for making the decisions to enter into the FOB transactions 
(ERS management, the ERS Board of Trustees, and the GDB Board of Directors in 2008), For these 
reasons, we believe the decision-makers may have failed to meet the standard of due care and other 
important fiduciary duties in approving such a transaction. 

There is a very strong possibility that without immediate, dramatic and encompassing changes to 
the structure of the System, the aforementioned dynamics will result in the full depletion of the System’s 
net assets in the near future, potentially as early as 2014 as indicated in the ERS’s 2009 actuarial 
valuation report prepared by ERS’ actuarial Milliman without the FOB available funds and 2018 if using 
FOB available funds. 

Causes of Distress for the Employees Retirement System 

The following section provides a more thorough summary of Conway MacKenzie’s findings and 
conclusions as it pertains to the previously mentioned factors which have been fundamental in the 
deterioration of the ERS. 

Inadequate Funding Frocedures 

The current employee and employer contribution rates paid to the System are statutorily 
determined and have not changed since 1990, despite a precipitous drop in the System’s funding status 
and the net assets of the ERS. These contributions are significantly below both the Annual Required 
Contribution (“ARC”), as determined by the actuarial valuation reports, and the level required to meet 
benefit and other operating obligations of the System. In fact, the amounts of the annual employee and 
employer contributions have historically been insufficient to cover even new actuarial liabilities incurred 
on an annual basis. As a result, the funding ratio continues to deteriorate. The following chart depicts the 
significant difference between historical employer contributions to the System and the ARC during our 
review period.’ As demonstrated below, during the 2004 - 2010 period, the ERS amassed an 
accumulated ARC deficit of nearly $3.1 billion. 


^ The data included in this graph was taken directly from the ERS's June 30, 2009 and 2005 Audited Financial Statements, as 
well as the ERS's June 30, 2009 Actuarial Valuation Report, as prepared by Milliman. Actual Employer Contribution for the year 
ended June 30, 2010 is an estimate and assumes contributions of 9.275% of expected payroll for the basic system benefits, plus 
contributions of $149.9 million for special law pension benefits, plus contributions of $42.7 million for early retirement 
incentives. 
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Historicil Employer Contribution versus Actuiriel Required Contribution 
for years ended June 30,2004 to 2010 



In addition, annual contributions and investment and other recurring income have not been 
sufficient to cover annual benefit payments and other operating obligations. As a result, the ERS is being 
forced to liquidate System assets in order to meet payment obligations. System assets are expected to 
continue to decline as negative cash flow (contributions less benefit payments) exceeds current and 
projected investment income. Simply put, the System is liquidating assets to meet its current obligations. 
The following chart highlights the anticipated cash flow shortfalls for plan years ended June 30, 2010 
through 2020 under current laws, as well as the estimated declines in net plan assets through the same 
period.^ 


^ The figures in this chart were obtained from the ERS's June 30, 2009 Actuarial Valuation Report, as prepared by Milliman. 
Certain key assumptions utilized in compiling this analysis are as follows: 

• Estimated net plan assets at year-end assumes that the investment return assumption of 7.5% is met; 

• Estimated payroll is assumed to grow 2.5% annually; 

• Member and employer contributions were estimated to be 17.55% of estimated payroll for each plan year; 

• The estimated benefit payments do not include amounts expected to be made to future participants, such as refund 
or contributions to terminated non-vested participants, disability benefits, death benefits, or retirement benefits due 
to service purchase, and thus are slightly understated; 

• Administrative expenses are assumed to grow 2.5% annually, 

• Contributions on behalf of and benefit payments to members of System 2000 are included in the table, and 

• Estimated gross plan assets submitted by Milliman 
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($ millions) 


Year t>ided 

June 30 

Estimated Payroll 

Estimated 

Member and 
Elnployer 
Contributions 

Estimated Benefit 
Payments and 
Administrative 
Expense 

Net Cash Flow 

intimated Net 

Plan Assets at 
Year-End 

Estimated Gross 

Plan Assets at 

Year-End 

2010 

$4,293 

$753 

$1,181 

($428) 

$1,546 

$4,554 

2011 

4,400 

772 

1,191 

(419) 

1,228 

4,284 

2012 

4,510 

792 

1,210 

(418) 

887 

3,996 

2013 

4,623 

811 

1,231 

(420) 

518 

3,684 

2014 

4,739 

832 

1,258 

(426) 

115 

3,342 

2015 

4,857 

852 

1,292 

(440) 

(333) 

2,961 

2016 

4,978 

874 

1,330 

(456) 

(831) 

2,534 

2917 

5,102 

895 

1,370 

(475) 

(1,385) 

2,055 

2018 

5,230 

918 

1,415 

(497) 

(2,005) 

1,517 

2019 

5,361 

941 

1,464 

(523) 

(2,697) 

913 

2020 

5,495 

964 

1,513 

(549) 

(3,469) 

236 


In order to bolster the prospects of the System’s long-term solvency, an increase in the statutorily 
required contribution rates will be necessary, but that alone will most likely not be sufficient. Conversely, 
decreases in ERS benefits could also serve to bridge the gap between the statutorily required contributions 
and the ARCs, thereby enhancing the ERS’s long-term solvency prospects. However, reductions in 
benefit obligations are considered long-term corrections and will not address the System’s immediate 
cash flow issues. While such changes are both straightforward and logical, they remain long overdue as 
numerous actuarial recommendations stressing the need to implement these changes have been submitted 
to the ERS for decades. Unfortunately, failure to address the mismatch between benefits earned and 
contributions made has now resulted in the near total elimination of net plan assets and put the System at 
the brink of not being able to make current benefit payments. 


Special Laws 

Special Laws, which are a series of post-employment benefits granted to ERS participants 
through enabling legislation passed by previous legislators and governors, provide incremental retirement 
benefits to participants beyond those which are provided for under the Aet 447 and Act 1 benefit 
struetures and include: 

• Additional minimum pension benefits; 

• Additional minimum death benefits; 

• Ad-hoc cost-of-living adjustments (COLAS) provided in past years; 

• Additional benefits due to death or disability for reasons specified in Act 127 (specified 
high-risk positions who died in line of work); 

• Medical Insurance plan contributions; 

• Summer bonuses; 

• Medication bonuses; and 

• Christmas bonuses. 

Many of the Special Laws appear to have been introduced and approved throughout the years by 
way of highly political processes, often with competing and conflicting goals relative to those which 
would serve to bolster the long-term viability of the ERS. Importantly, Special Law approvals also seem 
to have overlooked the importance of ensuring long-term, viable funding sources are available to 
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compensate for their economic burden. Ostensibly, these ineremental benefits are funded on a pay-as- 
you-go basis from the General Fund or specific public employer entities of the Government and are 
therefore obligations which should not be funded by ERS assets. However, many public corporations and 
municipalities, which bear the responsibility of funding the Special Laws, simply cannot afford to finance 
these incremental obligations and as a result, have not paid the System the appropriations and have 
generated significant past-due receivables with the ERS. Specifically, as of June 30, 2010, ERS assets 
have been used to fund approximately $92.5 million of Special Law obligations, for which various 
municipalities and public corporations are yet to reimburse the ERS.^ 

As of June 30, 2009, Special Laws accounted for nearly $2.3 billion of the roughly $19 billion in 
actuarial liabilities.'^ A summary of the costs of Special Laws for plan years ended June 30* 2004 - 2010 
is as follows:^ 

($ in millions) 

Special Laws 2004 2005 2006 2007 2008 2009 2010 

Total Cost $163.20 $201.60 $245.80 $232.30 $261.30 $272.50 $272.40 

Please refer to Exhibit 3 for a detailed analysis of the cost of each Special Law to the 
Government for fiscal years ended June 30, 2004 - 2010.® 

Special Law benefits play a large role in the fiscal situation plaguing both the Government’s 
General Fund and the ERS. Stated frankly, we question how these Special Laws could have ever been 
passed with what appears to be such little attention to confirming that long-term, viable funding sources 
would be available to cover their costs and minimize their potential negative impacts on the System’s 
cash flows and funding ratio. Because the Special Law benefits are not an explicit component of the 
ERS, we believe the underlying legislation should be revisited and analyzed to determine whether much 
needed structural changes can be enacted, which would serve to reduce or eliminate unfunded Special 
Law payments, thereby strengthening the fiscal position of the Government, its various municipality and 
public corporation employers, and most importantly, the ERS. Conway MacKenzie’s scope of work did 
not include determining whether the various participating employers had the ability to fund Special Laws. 

Early Retirement Programs 

The Government of Puerto Rico began to promote early retirement programs in 1994 in order to 
reduce the size of the public workforce, thereby decreasing payroll costs, which account for a substantial 
portion of the general budget. Since 1994, nearly 20 early retirement programs have been implemented, 
at a total cost of approximately $631 million.’ 


^ Refer to Exhibit 2 for a summary of outstanding municipality and public corporation Special Law accounts receivable. 

'' Per ERS's June 30, 2009 Actuarial Valuation Report, as prepared by Milliman. 

®This information was provided by Teresa Meaux Pereda, of the ERS. 

® Ibid. 

^ This information was obtained from "Estudio Relacionado con los Programas de Retiro Temprano Aprobados desde el 2005 
hasta el 2008, Proposito, Resultados y Recomendaciones, Volumen 2" published in March 2010. 


8 



Conway MacKenzie was provided with two studies prepared by The Government of Puerto 
Rico’s Permanent Special Committee on Retirement Systems, which both appeared to indicate that the 
early retirement programs did not accomplish their intended goals of shrinking the size of the government 
workforce. 

Because many of these programs were not funded up-front by the sponsoring employers, the ERS 
continues to remain exposed to collection problems, as well as future cash flow deficits, assuming the 
System funds additional early retirement benefits for which it is unable to collect reimbursement. 
Specifically, as of July 31, 2010, the ERS was owed approximately $19.1 million* in past-due early 
retirement program costs by certain employers who did not remit their payments to the System in 
accordance with previously agreed upon payment plans. In total, the ERS currently has approximately 
$80.5 million’ in outstanding accounts receivable pertaining to early retirement programs. To the extent 
additional employers don’t comply with previously agreed upon payment plans, the ERS’s exposure to 
early retirement program expenses could continue to grow. While opining on the overall success or 
failure of any particular early retirement plan (as defined by the costs saved from payroll reductions 
versus the costs spent on early retirement benefits) was outside of the scope of our engagement, it is clear 
to us that early retirement programs have indeed had, and could continue to have, a negative cash flow 
impact on the ERS. 

To this end, it is important that any additional early retirement programs enacted be funded in 
advance or have specific funding plans by the sponsoring employer in order to minimize the potential 
negative cash flow impact on the ERS. 

Personal Loans 

The ERS currently offers and administers a Personal Loan program to its plan members. Personal 
loans can be obtained by System participants for a variety of different reasons and can be taken for up to 
$15,000. 

The decision by the ERS to increase the maximum loan balance for personal loans from $5,000 to 
$15,000 in 2007 has resulted in a significant cash drain to the System amounting to nearly $600 million 
over the past four fiscal years. These negative cash flows have been funded by the System and 
necessitated the liquidation of ERS assets. As a result, the ERS’s investment portfolio is now heavily 
weighted in illiquid assets (i.e. personal loans) and includes a large amount in receivables from 
participants tliat have questionable short term cash recovery. This overconcentration of illiquid assets has 
also accelerated the System’s forecasted insolvency date by nearly two years. The chart below illustrates 
the significant growth in the ERS’s personal loan portfolio as a result of the System’s decision to increase 
the loan caps in 2007.” 


^ This figure was obtained from the July 31, 2010 Early Retirement Accounts Receivable Schedule, provided by Cecile Tirado 
Soto, Controller of the ERS. 

"ibid. 

Figures referenced in this chart are in OOO's and as of 6/30 for each respective year included. All figures were obtained from 
Luis Garcia Lopez, Director of Investment Officer at the ERS. 


9 



ERS Personal Loan Portfolio 

(in thousands) 


$1,200,000 

$1,000,000 

$800,000 

$600,000 

$400,000 

$200,000 

$0 





2000 2001 2002 2003 2004 2«)5 2006 2007 2008 2009 2010 


The potential impact of increasing the cap on personal loans from $5,000 to $15,000 on the 
System’s liquidity profile and investment portfolio should have been thoroughly vetted before the ERS 
decided to amend the regulations pertaining to personal loans. Based on our review of the relevant 
documentation that was provided to us and interviews with various key employees of the ERS, it appears 
that appropriate due care was not exercised by the System’s management and Board of Trustees in 
allowing this change in 2007. Specifically, we did not come across any documented discussions or other 
data which indicated that this change was supported by a thorough analysis of its projected impacts on the 
System’s financial health. We were advised by ERS personnel that such analyses were, in fact, never 
prepared in connection with the decision to increase the personal loan caps in 2007. 

Given the current liquidity crisis that the ERS is facing, we believe the System should 
immediately consider its options to reduce personal loan exposure, with the ultimate goal of reallocating 
these assets into more liquid and diversified investment options to ensure that funds will be available in 
the near-term to fund plan benefit expenses. While securitization of the personal loan portfolio could 
serve as one potential option of accomplishing this goal, the ERS may not be able to execute on a 
securitization due to legal implications. 

2008 Pension Obligation Bond Transactions 

In addition to identifying the above factors which have negatively impacted the financial 
condition of the ERS, Conway MacKenzie also reviewed the 2008 Pension Obligation Bond transactions. 
The POBs were issued by the ERS with the intent of providing the System with increased assets to pay 
benefit obligations, reduce the unfunded accrued actuarial liability and generate additional revenue to the 
System through speculative arbitrage. In evaluating the POB transaetions, we focused our attention on the 
following three questions: 

1. Was the Pension Obligation Bond strategy reasonable? 

2. Was it prudent to issue the Pension Obligation Bonds? 

3. Were Pension Obligation Bond proceeds utilized appropriately? 
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As discussed in greater detail below, the POB transaction was speculative and subject to 
significant risks which do not appear to have been fully understood or vetted by the Board of Trustee’s 
prior to undertaking the bond issuance strategy in 2008. In addition, several early warning signs which 
existed prior to the issuance of the POBs appear to have been ignored by the ERS’s Board of Trustees. 
Therefore it is our opinion that given the risks inherent in the transactions, several of which appear to 
have increased significantly in probability prior to the issuance of these bonds, the decisions to pursue and 
enter into Series A, Series B and Series C transactions were not prudent and may not comply with the 
general standards of fiduciary responsibilities of a Board of Trustees. Furthermore, our analyses indicate 
that a significant portion of the POB proceeds were not invested as originally antieipated. 

1. Was the Pension Obligation Bond strategy reasonable? 

In addressing this question, Conway MacKenzie evaluated the following: 

a. If issued, would the POB transaction resolve the System’s liquidity needs? 

b. If issued, would the POB transaction increase the System’s funded ratio? 

c. Were the likelihood of suceess and potential risk factors properly vetted? 

Would the POB transaction resolve the system’s liquidity needs? 

Based upon its financial analysis, in an August 7, 2007 presentation to the ERS, Merrill Lynch 
highlighted that $7.0 billion in bond proceeds were required to address the liquidity needs of the 
System." The employer contributions, which solely secured the POB obligations, were forecasted to be 
sufficient to service the debt obligations related a $7.0 billion POB issuance. The POB transaction was 
essentially a pull ahead of future employer contributions to fund short term cash flow requirements. As 
the defined benefit plan matured and its benefit obligations declined, future employer contributions would 
continue to be used to fund POB debt service. 

Based on analysis and advice from its lead underwriter, Merrill Lynch, it appears that the GDB 
and ERS had reason to believe that the proposed $7.0 billion POB transaction would be sufficient to 
resolve the System’s short term liquidity crisis and meet the System’s long-term cash flow requirements 
but the ERS and GDB should have known the $3.0 billion of proceeds issued would not solve the long¬ 
term cash flow requirements. 

Would the POB transaction inerease the System’s funded ratio? 

As described in ERS Board of Trustee minutes and various presentations by the ERS, an 
underlying reason for the POB transaetion was to increase the total assets of the System and therefore 
increase the funding ratio. Per ERS Board of Trustee minutes and various rating agency reports, the 
funding ratio of the System was expected to increase to approximately 70% with the issuance of $7.0 
billion of pension obligation bonds. However, the current funding ratio caleulated by Milliman in the 
June 30, 2009 actuarial report is 9.7%, significantly less than 70% as eommunicated and estimated by the 
ERS during the POB issuance process. A primary reason for this significant variance is treatment of the 


See Exhibit 4 for the complete Merrill Lynch Global Markets & Investment Banking Group presentation to the Employee 
Retirement System regarding Pension Funding Bonds: Debt Structure and Funding Analysis dated August 7, 2007. 
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bond debt liability in the funding calculation. The June 30, 2009 actuarial valuation report calculates the 
funding ratio based upon “net assets” in which the $2,961 billion of bond debt is netted or subtracted from 
the total market value of assets, consistent with how prior funding ratios were determined. However, in 
calculating the estimated 70% funding ratio, the proposed $7.0 billion of bond debt was not netted or 
subtracted from the total market value of assets to calculate net assets, essentially ignoring the liability. 

Given the treatment by the System’s actuarial consultants, we do not believe it was reasonable to 
conclude that the FOB transactions would positively impact the funded ratio immediately, as was 
originally communicated. We further question how those responsible for making the decision to enter 
into the FOB transaction could have overlooked this fundamental flaw in the forecasted funding ratio’s 
computation methodology. Given the dramatic increase in the funding ratio presented to them, ERS 
management, the Board of Trustees and GDB Board of Directors had a responsibility to fully understand 
if the increase was reasonable and calculated consistently with prior period calculations. This lack of 
understanding falls short of what is expected from a director or a fiscal agent that is exercising prudence 
or acting within the general standards of reasonability. 

Were the likelihood of success and potential risk factors properly vetted? 

Given the financial leverage that it imposed upon the System, the proposed FOB transaction was 
a very risky and speculative transaction, such that if certain assumptions failed to materialize, the System 
could be forced to bear higher costs and/or face increased liquidity requirements. Fotential risks that 
existed when the FOB transaction was undertaken included, among others, the risk of a failed or 
undersubscribed offering and the System’s potential inability to generate arbitrage on the FOB proceeds. 
Both of these risks became realities as the FOB transaction was not only undersubscribed, but it also 
failed to experience the planned investment returns, thereby resulting in negative arbitrage. It appears 
that numerous warning signs existed, foretelling difficulties with placing the bonds and realizing the 
returns required, yet action plans were not altered. 

Conclusion 

Based upon Merrill Lynch’s analyses, the ERS had the capacity to issue $7.0 billion of pension 
obligation bonds. While it was a reasonable strategy to help address near term liquidity requirements, it 
was not likely to significantly improve the System’s funding status when calculated consistently with 
prior methodologies. In addition, the transaction was subject to significant risks among others, the risk of 
a failed or undersubscribed offering and the System’s potential inability to generate arbitrage on the FOB 
proceeds. Based upon our review of supporting documents, it appears that these risks were not fully 
understood or vetted by the decision-makers prior to undertaking the bond issuance strategy and several 
of these risks actually materialized. Given the importance, magnitude and potential risks associated with 
a failed strategy, by not understanding or vetting the risks associated with the FOB transaction, it appears 
the ERS management, the Board of Trustees and GDB Board of Directors did not exercise due care. 

2. Was it prudent to issue the Pension Obligation Bonds? 

The ERS and then lead underwriter, Merrill Lynch, pursued a $7.0 billion FOB issuance during 
2007 but Merrill Lynch was unable to consummate the transaction due to a lackluster demand in the 
global market. UBS then replaced Merrill Lynch as underwriter and placed approximately $3.0 billion of 
the bonds in the local Fuerto Rico market. Given the System’s significant current and projected annual 
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net cash flow shortfalls, the transaction was not large enough to create arbitrage opportunities since a 
significant portion of the proceeds have been (and will continue to be) utilized to address annual cash 
flow shortfalls, as opposed to being invested for the long term. This means that the transaction has also 
resulted in costly annual interest expense for the ERS. 

In determining if it was prudent to proceed with the FOB transaction, emphasis should be placed 
on whether or not the ERS ignored early warning signs prior to issuing the POBs. Based upon our review 
of the information, we believe that the following early warning signs existed related to the FOB issuance: 

a. It appears that Merrill Lynch’s failed offering in the global marketplace during December 
2007 should have been an indication that there was no viable market to raise the full $7.0 
billion necessary to comprehensively address the ERS’ objectives. 

b. Series A, B and C of the POBs were all issued in the local Puerto Rican market by UBS after 
Merrill Lynch was unsuccessful in generating sufficient interest in the international market. 
A reasonable concern that should have been assessed thoroughly by the ERS management. 
Board of Trustees and GDB Board of Directors prior to moving forward on the FOB 
transaction strategy with UBS was whether the local market was large enough to absorb a 
$7.0 billion bond offering. 

c. In an ERS Board meeting held in May of 2008, an issue was raised that the “market has 
deteriorated around 35 basis points since January 2008” (when the first series of bonds were 
placed) and that “this represented a substantial difference in interest rates of the bonds, 
making it more expensive to obtain financing.”’^ 

d. By June 2008 there were also signs that the stock market was deteriorating, which should 
have signaled to the ERS that its arbitrage goals were jeopardized. 


Conclusion 

Based upon advice and analysis from Merrill Lynch, the ERS believed that at least a $7.0 billion 
POB issuance was required to resolve the System’s liquidity needs. Although POB proceeds of less than 
$7.0 billion would assist the System by improving liquidity in the short term and extending the date by 
which it would deplete its assets, they did not provide a permanent solution to the System’s problems and 
actually harmed the System because negative arbitrage was realized. The parties responsible for the 
oversight and administration of the ERS had a fiduciary responsibility to ensure market conditions were 
supportive of issuing at least the full $7.0 billion transaction required to solve the System’s financial crisis 
before proceeding with the transaction. 

It is Conway MacKenzie’s opinion that several warning signs existed concerning market 
conditions, principally Merrill Lynch’s inability to issue the POBs in the global market, that should have 
given ERS management. Board of Trustees and GDB Board of Directors probable cause to either 
postpone the bond transaction or request additional due diligence be performed. 


Based on the ERS Board of Trustees meeting minutes dated May 27, 2008. 
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Additionally, we believe that by June 2008 it should have been apparent to the deeision-makers 
and their advisors, that it was very unlikely that the incremental $5.5 billion in POB issuances required to 
reach the full $7.0 billion could be raised given deteriorating market conditions. 

For these reasons, it is our opinion that the decisions made by the governing boards of the ERS 
and GDB to pursue and enter into Series A, Series B and Series C transactions were not prudent given the 
risks inherent in the transactions, several of which risks appear to have increased significantly in 
probability prior to the issuance of these bonds. 

3. Were the Pension Obligation Bond proceeds utilized appropriately? 

Two objectives of the POB issuance were to raise funds to cover the System’s operating expenses 
(cash flow objective) and to generate a profit (arbitrage objective). In determining whether the POB 
proceeds were utilized in accordance with these objectives, we note following: 

• Of the $1.6 billion raised from Series A, approximately $937 million was transferred to 
Citibank which was eventually invested in various stocks and bonds. The balance of $642 
million in Series A proceeds were utilized to pay closing costs, fund debt service reserves and 
pay the Department of Treasury for overdrafts. 

• Of the combined $1.4 billion raised from Series B and C, approximately $1.3 billion was 
transferred to a GDB account, where it was held in cash. Since 2008, $564 million of Series 
B and C proceeds have been used to cover the System’s operating cash shortfalls and fund 
pension liabilities. As such, only approximately $737 million remains in the GDB cash 
account as of June 30, 2010. 

Conclusion 

The notion that the POB transaction would generate arbitrage opportunities for the System was 
inherently flawed based on the current liquidity needs of the System. In fact, the POB transaction has and 
will continue to cost the System money, as short-term cash flow problems continue to require the use of 
the POB proceeds to fund current expenses of the System. Simply put, the ERS cannot generate 
investment returns on POB proceeds that are used to fund System expenses, as opposed to being invested. 
For this reason, the POB issuance is currently costing the ERS more than what it is actually earning on 
invested proceeds. Our findings indicate this occurred because ERS management and Board of Trustees 
ignored market conditions and were subsequently constrained and blinded by the necessity to utilize cash 
proceeds to fund cash requirements of the System. This lack of understanding is not reasonable any may 
not fall within the general standards of fiduciary responsibilities expected by a Board of Trustees. 

Overall Conclusion on POB Transaction Review 

In analyzing management’s decision to enter into the POB transaction, we found no basis for the 
initial assumption made that such a strategy would improve the funded status of the ERS. The treatment 
of bond obligations in the calculation of the UAAL by the System’s actuarial consultants appears to 
support the practical reality that the incurrence of additional debt to increase plan assets should have little 
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effect on the funded status of a pension plan in the short term. If the bond obligations could be excluded 
from the calculation of net assets or otherwise in the UAAL, we would have expected the ERS to oppose 
the calculation by Milliman in the System’s June 30, 2009 actuarial valuation report. We did not come 
across any information to suggest there was a disagreement. This could imply a lack of understanding of 
the true impacts of the bond transaction on the ERS by ERS management, the Board of Trustees and GDB 
Board of Directors when they made the decision to enter into the FOB transaction. 

Perhaps even more concerning in our analysis of the decision to enter into the FOB transaction is 
the decision to move forward with the transaction in light of the many warning signs that existed, which 
suggested full implementation of the strategy would be difficult, if not impossible. 

The successful execution of the FOB transaction was dependent on certain risks not materializing, 
primarily the risk that the market would be unable to absorb the full $7.0 billion issuance. Consummating 
a transaction of significantly less than $7.0 billion would merely serve as an expensive, temporary 
measure to address the System’s liquidity issues, postponing for some period of time the date of the 
ERS’s eventual insolvency. For this reason, the FOB transaction resulted in the flawed execution of a 
failed strategy. 

The FOB transaction has negatively impacted the ERS and the Government, in general. Rather 
than addressing the System’s long-term funding problems, the $3.0 billion FOB transaction merely 
provided a short-term temporary measure to address the System’s liquidity needs, as it was not large 
enough to create arbitrage opportunities. It did nothing to improve the funded position of the System and 
due to the negative arbitrage realized and fees paid as part of the FOB transaction, actually worsened the 
funded position of the System. The short-term liquidity fix is costly and these costs may be realized for 
decades to come. In our opinion, the FOB transaction accomplished little more than passing on, and 
increasing the complexity of, the burden of fixing the System’s fundamental structural problems to future 
administrations of the ERS. 

Lastly, throughout the review process, it was clear to us that certain critical decisions, or lack 
thereof, made by those responsible for the ERS’s oversight and management have negatively impacted 
the ERS and resulted in further deterioration of the System’s liquidity profile and funding status. 
Furthermore, we believe that certain actions and omissions of the ERS Board of Trustees, GDB Board of 
Directors and ERS management during the FOB decision making process were not reasonable and 
potentially flawed. As such, further investigation into the FOB decision-making process should be 
pursued by the appropriate authorities. 

Evaluation of Past Management Practices of the ERS 

While the combination of Act 447 benefit arrangements. Special Laws, and historically 
inadequate funding procedures have resulted in significant deterioration of the ERS’s funding ratio 
throughout its near 60 year history, certain recent decisions made by those responsible for the 
management and oversight of the ERS have exacerbated this issue. 

In this section of the report, we focus on the evaluation of certain actions that were taken by the 
ERS’s management during the 2004 - 2008 review periods, namely: 
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• The issuance of the Pension Obligation Bonds; 

• Decisions to increase the ERS’s personal loan portfolio; and 

• Accounts receivable collection efforts. 

The Issuance of the Pension Obligation Bonds 

In analyzing management’s decision to enter into the POB transaction, we question the initial 
assumption made that such a strategy would improve the funded status of the System. The treatment of 
bond obligations in the calculation of the UAAL by the actuaries Milliman and Buck Consultants appear 
to support the practical reality that the incurrence of additional debt to increase assets should have little 
effect on the funded status of a pension plan in the short term. If the bond obligations could be excluded 
from the calculation of net assets or otherwise in the UAAL, we would have expected the ERS to oppose 
the calculation by Milliman in the System’s June 30, 2009 actuarial valuation report. We did not come 
across any information to suggest there was a disagreement. This could imply a lack of understanding of 
the true impacts of the bond transaction on the System by the parties that made the decision to enter into 
the POB transaction. 

Perhaps even more concerning in our analysis of the decision to enter into the POB transaction is 
the decision to move forward with the transaction in light of the many warning signs that existed 
suggesting full implementation of the strategy would be difficult if not impossible. The successful 
execution of the POB transaction was dependent on the assumption that the market would be able to 
absorb the full $7.0 billion issuance, since consummating a transaction of significantly less than $7.0 
billion would merely serve as an expensive, temporary solution to the System’s liquidity issues, further 
postponing the date of the ERS’s eventual insolvency. 

Based on our review of the relevant ERS and GDB POB transaction working paper files, which 
include various meeting minutes of the ERS’s Board of Trustees and the GDB’s Board of Directors, it 
does not appear that this risk was properly considered or addressed by the various Boards. Specifically, 
in proceeding forward with the POB issuanee just after Merrill Lynch’s failed attempts to close the 
originally contemplated transaction, the decision-makers ignored a major warning sign which indicated 
that the requisite level of demand did not exist for the ERS’s planed $7.0 billion POB issuance. Given a 
successful transaction required issuance of at least $7.0 billion, ERS management, ERS Board of Trustees 
and GDB Board of Directors had a duty to thoroughly understand the risks associated with not aehieving 
at least $7.0B of POB proceeds. 

The POB transaetion has negatively impacted the ERS and the Government, in general. Rather 
than addressing the System’s long-term funding problems, the POB transaction merely provided a short¬ 
term temporary measure to address the System’s liquidity needs. This short-term measure is pricey and 
its costs may be realized for decades to eome. In our opinion, the POB transaction accomplished little 
more than passing on, and increasing the complexity of, the burden of fixing the System’s fundamental 
structural problems to future administrations of the ERS. We also believe that certain aetions and 
omissions of the Board of Trustees, GDB Board of Directors and ERS management during the POB 
decision making process were not reasonable and potentially flawed. As such, Conway MacKenzie 
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recommends that further investigation into the POB decision-making process should be pursued by the 
appropriate authorities. 

Decisions to Increase the ERS’s Personal Loan Portfolio 


As mentioned more thoroughly elsewhere in this report, the decision by the ERS to increase the 
maximum loan balance for personal loans from $5,000 to $15,000 in 2007 has resulted in a significant 
cash drain to the System amounting to nearly $600 million over the past four fiscal years. These negative 
cash flows have been funded by the System and necessitated the liquidation of ERS assets. As a result, 
the ERS’s investment portfolio is now heavily weighted in illiquid assets (i.e. personal loans) and 
includes a large amount in receivables from participants that have questionable short term cash recovery. 
This overconcentration of illiquid assets has also accelerated the System’s forecasted insolvency date by 
nearly two years. 

The potential impact of increasing the cap on personal loans from $5,000 to $15,000 on the 
System’s liquidity profile and investment portfolio should have been thoroughly vetted before the ERS 
decided to amend the regulations pertaining to personal loans. Based on our review of the relevant 
documentation that was provided to us, including the 2007 ERS Board of Trustee minutes, and interviews 
with various key employees of the ERS, it appears that such due care was not used by the System 
Administrator in supporting this change or by the Board of Trustees in approving this change. 
Specifically, we did not come across any documented discussions or other data which indicated that this 
change was supported by a thorough analysis of its projected impacts on the System’s financial health and 
were advised by key ERS personnel that such analyses were, in fact, never prepared in conneetion with 
the decision to increase the personal loan caps in 2007. Approving such a decision without supporting 
analyses demonstrates lack of fiduciary responsibility by ERS management and the Board of Trustees. 

Accounts Receivable Collection Efforts 

Based on interviews conducted with current and former ERS personnel, Conway MacKenzie was 
informed that ERS invoices were not being issued on a timely basis, and in certain instanees, were not 
being issued at all to certain employers who participated in the System prior to 2005. When this was 
discovered, the prior ERS Administration put forth significant extra effort in cleaning up, monitoring and 
managing the invoicing and collection process. Additionally, the ERS vigorously arranged payment plans 
for delinquent municipalities and corporations to further enhance the collections process during 2007. 
The lax management of account receivable balances by the Administration prior to 2005 is an area that 
that has negatively impacted the ERS. Conway MacKenzie was also informed that certain corporations 
and municipalities have not been remitting both employer and (withheld) employee contributions to the 
ERS. Upon further investigation by the System’s accountants, it was determined that these contributions 
were used by certain participating employers to cover their own cash shortfalls or for other unspecified 
reasons. While investigating the use of these proceeds falls outside of the scope of Conway MacKenzie’s 
assignment, this is still an area of concern, particularly as it relates to employee withholdings. 
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Lack of Proper and Accurate Record Keeping 

Mesirow Report 


Conway MacKenzie learned through various interviews and by review of various POB 
documents that Mesirow Financial (“Mesirow”) acted as the financial advisor to the GDB for the POB 
transaction. We were also advised by ERS personnel that Mesirow may have issued a report or 
correspondence expressing its coneems or an adverse position regarding the POB transaction. A physical 
or electronic copy of such report or position was not included in either ERS or GDB documents provided. 
Conway MacKenzie attempted to obtain a copy of Mesirow’s report or position on the POB transaction 
through Luis Garcia (Director of Investments at the ERS), but was unsuccessful. When contacted by Luis 
Garcia, Mesirow responded that all information requests relating to the POB transaction should be 
channeled to Mesirow’s legal department. The GDB sent a formal request for such information to 
Mesirow’s Associate General Counsel on September 14, 2010. As of the date that this report was 
published, we had not obtained any of the requested information from Mesirow. 

Given the potential implications which Mesirow’s report or position on the feasibility of the POB 
transaction may have, we strongly encourage the GDB to review copies of both Mesirow’s report and 
their working papers related to the POB transaction. If Mesirow did, in fact, raise eoncems regarding the 
POB transaction that were communicated to its client, the GDB, reasons why the GDB Board of Directors 
and/or ERS Board of Trustees did not act on such concerns and advice from the advisor should be 
investigated to determine whether a lack of due care exists. 

GDB Minutes 

During Conway MacKenzie’s review of GDB files related to the POB transaction, including 
Board of Director and Executive Committee meeting minutes, we noted that numerous GDB meeting 
minutes during the review period of 2004 - 2008 were either missing or incomplete. As such, we were 
unable to trace certain discussion threads or validate the timing of certain deeisions made by the Board of 
Directors and/or Executive Committee which could have assisted us in verifying whether certain issues 
were identified or raised within the GDB organization, either prior to or during the issuance of Series B 
and C. 


Section 107 of the GDB Board by-laws states that, “The Secretary of the Board shall issue calls 
for all regular meetings, shall keep minutes of all meetings, shall be custodian of the minute books and the 
Seal of the Bank and shall perform such other duties as are incident of his office or properly required of 
him by the Board of Directors who may also appoint one or more Assistant Secretaries to perform such 
duties as the Board my prescribe...” 

Given the poor condition of the GDB Board of Director and Executive Committee meeting 
minutes, an investigation should be conducted to evaluate the process and determine who was responsible 
for the lack proper record keeping. In addition to the individuals responsible for record keeping, former 
Board of Directors and Executive Committee members should be questioned as to their knowledge of the 
situation. Current GDB management is aware and has taken remedial actions. Accordingly, we were 
informed by General Counsel of the GDB that the GDB has made referrals for further investigation to the 
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Department of Justice, the Government Ethic’s Office and the Office of the Comptroller regarding their 
findings with respect to poor record keeping by the former Secretary of the GDB Board of Directors. We 
strongly encourage the proper authorities to conduct further investigations as it relates to the state of 
record keeping by the former GDB Board of Directors. 
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Section 3 - Summary of Conclusions 


The following table summarizes Conway MacKenzie findings, illustrates decision-makers, officers and 
directors responsible for the findings during the analyzed period and provides certain recommendations 
about the System: 
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Financial 
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Procedures 
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highly political process 

144 of 2005 and Act No. 
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Promotion of early 

Parties associated with 

Any additional early 
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the enactment of early 
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were not funded up front by 

retirement programs and 
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ERS management 

have specific funding 
plans by the sponsoring 
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Personal 
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.luan Cancel Alegria 

1 he liRS should 

Loans 

loan balance for personal 

(1!RS). .Alfredo Salazar 
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loans resulted in a 
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(CiSU). Other select 

personal loan exposure 


result the liRS iincstmcnt 
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Factors that 

led to the 

Financial 

Crisis 

Findings 

Responsible Decision- 
Makers, Officers and 

Directors 

Recommendations 

2008 Pension 
Obligation 
Bond 

Transactions 

The $3.0 billion FOB 
transaction was inherently 
flawed, misconceived and 
speculative as a mechanism 

Alfredo Salazar (GDB), 
Jorge Irizarry (GDB), 
Juan Cancel Alegria 
(ERS), Harold Gonzalez 

Due to lack of care 
demonstrated by the 
decision-makers, further 
investigation is warranted 


to improve the System’s 
funded ratio. It merely 
provided a short-term 
temporary cash measure 
which blindly guided 
decision-makers despite 
many warning signs. The 
negative arbitrage and fees 
paid actually worsened the 
funding position 


(ERS), Minia Gonzalez 
(ERS), Other select 
individuals from ERS 
management, ERS Board 
of Trustees and GDB 
Board of Directors as 
identified in Exhibit 4 
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Detailed Cost Analysis by Special Law by Year (2004 - 2010) 
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Exhibit 1 



Exhibit 1 

Documents Relied Upon 

1 2003-2004to2009-2010.xls 

2 2007-08 Pension Funding Bonds Debt Structure and Funding Analysis.pdf 

3 2010-02 ERS General lnformation.pdf 

4 Act 11 Amendment-TRS-English.pdf 

5 Act 34 Amendment-TRS-English.pdf 

6 Act35of2007.pdf 

7 Act447-ERS-English.pdf 

8 Act70of2010.pdf 

9 Act 70 Regulation,pdf 

10 Act91-TRS-English.pdf 

11 Actuarial Study in Respect to Active Members as of June 30,1975 of the Retirement System of the Government of Puerto Rico and Its 
Instrumentalities, and Supplementary Comments (prepared by A. Estrella and C.J. Nesbitt) dated June 20,1977 

12 Actuarial Valuation 2005.pdf 

13 Actuarial Valuation 2007.pdf 

14 Actuarial Valuation 2009.pdf 

15 Actuarial Valuation-ERS-2009-06-03.pdf 

16 Actuarial Valuation-JRS-2009-06-03.pdf 

17 Actuarial Valuation-TRS-2009-06-03.pdf 

18 acuerdos11AGOSTO.xls 

19 Alternate Allocation Scenario Comparison for Administrative Resolution Num. 2008-17 

20 America's Prison Hell is a Little Slice of Heaven.pdf 

21 approved laws,pdf 

22 ASR-General Information-Actuarial Overview-ERS-JRS-TRS-2009-09-21-English.pdf 

23 ASR-Historical Presentation-JRS-2010-English.pdf 

24 ASR-Retirement System Overview-2010-03-12-Spanish.pdf 

25 Caribbean Business-2010-04-01-The Employee Retirement System is bankrupt-by Carlos Marquez.pdf 

26 Cash Flows Statements.xis 

27 Cashflowshortfall.pdf 

28 cashflow2011proyeccion,xls 

29 Chapter 7 - The Economy of Puerto Rico.pdf 

30 Comision Reforma Retiro-Resource Library-v2010-05-25.xlsx 

31 Comunicado de Prensa-2010-03-12 Spanish,pdf 

32 Contact List-ASR-TRS.pdf 

33 Contact List-ASR-TRS.xIsx 

34 Contact List-Reform Commision Members-Espanol.doc 

35 Employees Retirement System of the Government of the Commonwealth of Puerto Rico (ERS): Covered Payroll Outlook (2008-2059) 

36 Enmiendas por decadas Sistema de Retiro.doc 

37 EnnisKnupp-Asset Liability Study-Completion Ratio-2010-01-English.pdf 

38 ERS 1989-2009.xls 

39 ERS Board of Trustee By-Laws 

40 ERS Board of Trustee meeting minutes (2004 - 2009) - various files 

41 ERS Functional Organization Chart 

42 ERS Position Papers for Laws 35,144, and 524 

43 ERS-JRS-TRS-^ecutive Summaries-English-2010.pdf 

44 EST FIN ELA 2009-2010 (3).xls 

45 Estudio Relacionado con los Programas de Retiro Temprano Aprobados desde el 2005 hasta el 2008, Proposito, Resultados y 
Recomendaciones Vol. 2.pdf 

46 Financial Statements-ERS-2007-06-30.pdf 

47 Financial Statements-ERS-2009-06-30.pdf 

48 Fiscal Reform Lawof 2006(A-0103-2006).pdf 

49 FS2007.pdf 

50 FS 2008.pdf 

51 FS2009.pdf 

52 GDB Board of Directors By-Laws 

53 GDB Board of Directors Meetings, 2004 (Draft) files 

54 GDB Board of Directors Meetings, 2005 (Final) files 

55 GDB Board of Directors Meetings, 2006-2007 (Final) files 

56 GDB Board of Directors Meetings, 2006-2008 (Draft) files 



Exhibit 1 

Documents Relied Upon 


57 GDB Board of Directors Meetings, 2007 (Final) files 

58 GDB Board of Directors Meetings, 2008-2009 (Draft) files 

59 GDB Bond Documents, Series A - File I (various files) 

60 GDB Bond Documents, Series A - File II (various files) 

61 GDB Bond Documents, Series A - File III (various files) 

62 GDB Bond Documents, Series A - File IV - Cost of Issuance (various files) 

63 GDB Bond Documents, Series B - Cost of Issuance (various files) 

64 GDB Bond Documents, Series B - File I (various files) 

65 GDB Bond Documents, Series B - File II (various files) 

66 GDB Bond Documents, Series C - File I (various files) 

67 GDB Bond Documents, Series C - File II - Cost of Issuance (various files) 

68 GDB Exectuive Committee Meetings, 2006 (Final) files 

69 GDB Exectuive Committee Meetings, 2006-2008 (Draft) files 

70 GDB Org Chart.ppt 

71 Historicos Flujos de Efectivo 2005 a 2009 eng.xis 

72 Internal Financial Statements.xis 

73 Investment Company Act of 1940,pdf 

74 Investment Consultants.doc 

75 June 30,2010 Unaudited Financial Statements 

76 June 30,2010 Unaudited Financial Statements 

77 KITJUNTAJUNIO2010.xls 

78 Laws and Early Retirement Programs (8-23-10).doc 

79 Letter address to the ERS" Board of Trustees from Wodward and Fondiller (a division of Martin E. Segal Co., Inc) dated June 29,1971 

80 Letter from John Thomas Enger of UBS Consulting Services of Puerto Rico to Jorge Irizarry Herrans dated June 4,2008 

81 LOAN OVERVIEW JUNE 2009.ppt 

82 Memo to the Reform Commission General Overview-2010-Engiish.pdf 

83 Milliman Law 70 Analysis.pdf 

84 Milliman-Review of Pension Funding and Solvency lssues-2010-04-06-English.pdf 

85 Milliman-Review of Pension Funding and Solvency lssues-2010-05-11-English.ppt 

86 NASRA-Public Fund Survey-Summary_oLFindings_FY08-by Keith Brainard-2009-10.pdf 

87 NASRA-SustainabilityChanges-2010-05-24. pdf 

88 NASRA-sustainabilitymeasures-2009-12-22.pdf 

89 OE-2010-10 Orden Ejecutiva Sistema de Retiro-Spanish.pdf 

90 Pew Center-Promises with a Price-Public Sector Retirement Benefits-2009-11-24.pdf 

91 Pew Center-The trillion dollar gap-2010-02-18.pdf 

92 Programas de Retire Temprano Aprobados desde el 1994 hasta el 2005, Proposito, Resultados y Recomendaciones.pdf 

93 Related to Series A, B and C lssues.xls 

94 Related to Telefonica de PR Dividends and Sale of Shares.xls 

95 Report to the Governor's Special Commission on Retirement System (submitted by Aon Consulting, Inc.) dated August 2010 

96 Return Summary.pptx 

97 S&P-Public Finance-US States OPEB Liabilities-2009-06-03.pdf 

98 Santander Credit Llne.xls 

99 Senior Pension Funding Bond Series A - $1.59B.pdf 

100 Senior Pension Funding Bond Series B - $1.06B.pdf 

101 Senior Pension Funding Bond Series C - $300M.pdf 

102 Sistema De Retiro De Los Empleados Del Gobierno: Origen, Deficit Actuarial y Recomendaciones (CEPSR report) dated March 2009 

103 SistemaDeRetiroDeLosEmpleadosDelGobierno.doc 

104 Social Secutiry Reform-National Commission-by Greenspan-1983-01.pdf 

105 Special Commission on Retirement Systems Reform.pdf 

106 The Puerto Rico Government Emplyees' and Judiciary Retirement Systems Statement of Investment Policy and Perfomance Objectives 
(dated April 6,2010) 

107 TIMEDEPOSTJUNTA.xls 

108 UBS Consulting Services of Puerto Rico Presentation to the Puerto Rico Employee's Retirement System (various dates) 

109 UBS in PR Pension_07-27-09 Bloomberg article.pdf 

110 UBS in Puerto Rico Pension Gets Fee Bonanza Seen as Conlicted (Bloomberg article) dated February 27,2009 

111 Univ Minnesota Law School-Public Pension Plan Reform-The Legal Framework by Amy B. Monahan.pdf 
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Exhibit 3 

Employees Retirement System of Puerto Rico 
Detailed Cost Analysis by Special Law (2003-2004) 






Estimated 



Total Estimated 



Estimated OOP 


Corporations 

Estimated Municipalities 

Special Laws 



2003 - 2004 


2003 - 2004 


2003-2004 

2003 - 2004 

COLA 








ActNo. 10, Year 1992 

$ 

4,070,000 

$ 

- 

$ 

- $ 

4,070,000 

Act No. 207, Year 1995 


- 


1,531,885 


407,777 

1,939,662 

Act No. 40, Year 2001 


20,625,000 


2,649,257 


766,032 

24,040,289 

Act No. 157, Year 2003 


- 


- 


441,240 

441,240 

ActNo. 35, Year 2007 


- 


- 


- 

- 

ActNo. 41, Year 2001 


372,000 


- 


- 

372,000 

Act No. 134, Year 1996 


401,000 


- 


- 

401,000 

ActNo. 221, Year 1998 


- 


2,307,682 


- 

2,307,682 

Total COLA 


25,468,000 


6,488,824 


1,615,049 

33,571,872 

Christmas Bonus 








ActNo. 109, Year 1997 


19,528,000 


- 


- 

19,528,000 

ActNo. 159, Year 2003 


- 


1,412,300 


965,600 

2,377,900 

Act No. 433, Year 2004 and Act No. 144, Year 2005 


- 


- 


- 

- 

Act No. 98, Year 1980 and Act No. 14, Year 1987 


414,000 


- 


- 

414,000 

Total Christmas Bonus 


19,942,000 


1,412,300 


965,600 

22,319,900 

Widows 








ActNo. 158, Year 2003 


6,431,500 


928,703 


347,496 

7,707,700 

ActNo. 169, Year 1968 


5,019,000 


- 


- 

5,019,000 

Act No. 2, Year 1965 


75,000 


- 


- 

75,000 

Act No, 82, Year 1941 


24,000 


- 


- 

24,000 

Act No. 135, Year 1975 








Act No, 33, Year 2002 -Jaime Benitez Widow Benefit 


20,000 


- 


- 

20,000 

Total Widows 


11,569,500 


928,703 


347,496 

12,845,700 

Medical Plan 








Act No. 95, Year 1963 


45,347,968 


- 


- 

45,347,968 

ActNo. 155, Year 2003 


6,030,000 


1,412,700 


965,500 

8,408,200 

Total Medical Plan 


51,377,968 


1,412,700 


965,500 

53,756,168 

Others 








Act No. 124, Year 1993 - Pension increase 


417,000 





417,000 

Act No. 127, Year 1958 - Benefits for high-risk participants 


16,664,000 





16,664,000 

Act No. 208, Year 2000 - Difference between $200 increase or 








$1,000, whichever is iower 


5,000,000 





5,000,000 

Act No. 37, Year 1941 - Summer bonus 


8,083,000 





8,083,000 

Act No. 27, Year 1955 (Amended by Act 11, Year 1986) - 








increase in death benefits 


3,000 





3,000 

Act No. 524, Year 2004 - $250 increase in death benefits and 








Act No. 548, Year 


- 





- 

Act No. 23, Year 1983 - Pension increase < $3,600 


1,436,000 





1,436,000 

Act No. 156, Year 1941 - $300 minimum pension increase 


6,500,000 


403,536 


1,998,129 

8,901,666 

Act No. 72, Year 1956 - Cultural travel loans (ASR) 


270,000 





270,000 

Act No. 6 and 7, Year 1950 - Benefits for participants of mass 








migration 


11,000 





11,000 

Total Others 


38,384,000 


403,536 


1,998,129 

40,785,666 

Total Special Laws 

$ 

146,741,468 

$ 

10,646,063 

$ 

5,891,775 $ 

163,279,306 
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Exhibit 3 

Employees Retirement System of Puerto Rico 
Detailed Cost Analysis by Special Law (2004-2005) 





Estimated 


Total Estimated 



Estimated OOP 

Coroorations Estimated Municioalities 

Special Laws 



2004-2005 

2004 - 2005 

2004 - 2005 

2004 - 2005 

COLA 






Act No. 10, Year 1992 

$ 

4,212,000 $ 

- $ 

- $ 

4,212,000 

Act No. 207, Year 1995 


- 

1,339,947 

361,372 

1,701,319 

Act No. 40, Year 2001 


24,262,000 

3,031,842 

828,098 

28,121,940 

Act No. 157, Year 2003 


- 

3,194,452 

852,990 

4,047,442 

Act No. 35, Year 2007 


- 

- 

- 

- 

Act No. 41, Year 2001 


372,000 

- 

- 

372,000 

Act No. 134, Year 1996 


401,000 

- 

- 

401,000 

Act No. 221, Year 1998 


- 

2,326,406 

- 

2,326,406 

Total COLA 


29,247,000 

9,892,647 

2,042,460 

41,182,107 

Christmas Bonus 






Act No. 109, Year 1997 


19,549,000 

- 

- 

19,549,000 

Act No. 159, Year 2003 


- 

1,434,100 

985,300 

2,419,400 

Act No. 433, Year 2004 and Act No. 144, Year 2005 


- 

- 

- 

- 

Act No. 98, Year 1980 and Act No. 14, Year 1987 


414,000 

- 

- 

414,000 

Total Christmas Bonus 


19,963,000 

1,434,100 

985,300 

22,382,400 

Widows 






Act No, 158, Year 2003 


12,663,000 

1,234,898 

455,621 

14,353,519 

Act No. 169, Year 1968 


5,019,000 

- 

- 

5,019,000 

Act No. 2, Year 1965 


60,000 

- 

- 

60,000 

Act No. 82, Year 1941 


24,000 

- 

- 

24,000 

Act No, 135, Year 1975 

Act No. 33, Year 2002 -Jaime Benitez Widow Benefit 


20,000 



20,000 

Total Widows 


17,786,000 

1,234,898 

455,621 

19,476,519 

Medical Plan 






Act No. 95, Year 1963 


60,000,000 

- 

- 

60,000,000 

Act No. 155, Year 2003 


6,030,000 

1,433,800 

985,500 

8,449,300 

Total Medical Plan 


66,030,000 

1,433,800 

985,500 

68,449,300 

Others 






Act No. 124, Year 1993 - Pension increase 


426,000 



426,000 

Act No. 127, Year 1958 - Benefits for high-risk participants 

Act No. 208, Year 2000 - Difference between $200 increase or 


16,664,000 



16,664,000 

$1,000, whichever is lower 


5,000,000 



5,000,000 

Act No. 37, Year 1941 - Summer bonus 

Act No. 27, Year 1955 (Amended by Act 11, Year 1986) - 


8,083,000 



8,083,000 

Increase in death benefits 


3,000 



3,000 

Act No. 524, Year 2004 - $250 increase in death benefits and 
Act No. 548, Year 


398,750 



398,750 

Act No. 23, Year 1983 - Pension increase < $3,600 


1,436,000 



1,436,000 

Act No. 156, Year 1941 - $300 minimum pension increase 


13,276,000 

779,192 

3,674,646 

17,729,838 

Act No. 72, Year 1956 - Cultural travel loans (ASR) 

Act No. 6 and 7, Year 1950 - Benefits for participants of mass 


372,000 



372,000 

migration 


12,000 



12,000 

Total Others 


45,670,750 

779,192 

3,674,646 

50,124,588 

Total Special Laws 

$ 

178,696,750 $ 

14,774,637 $ 

8,143,526 $ 

201,614,913 
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Exhibit 3 

Employees Retirement System of Puerto Rico 
Detailed Cost Analysis by Special Law (2005-2006) 





Estimated 


Total Estimated 



Estimated OGP 

Coroorations Estimated Municioalities 

Special Laws 



2005 - 2006 

2005 - 2006 

2005-2006 

2005-2006 

COLA 






ActNo. 10, Year 1992 

$ 

4,212,000 $ 

- $ 

- $ 

4,212,000 

Act No. 207, Year 1995 


- 

1,313,605 

351,995 

1,665,599 

Act No. 40, Year 2001 


24,262,000 

3,032,595 

813,040 

28,107,635 

ActNo. 157, Year 2003 


- 

3,123,329 

837,477 

3,960,806 

Act No. 35, Year 2007 


- 

- 

- 

- 

ActNo. 41, Year 2001 


372,000 

- 

- 

372,000 

ActNo. 134, Year 1996 


401,000 

- 

- 

401,000 

Act No. 221, Year 1998 


- 

2,034,484 

- 

2,034,484 

Total COU 


29,247,000 

9,504,013 

2,002,511 

40,753,524 

Christmas Bonus 






ActNo. 109, Year 1997 


19,549,000 

- 

- 

19,549,000 

ActNo. 159, Year 2003 


- 

1,479,700 

1,005,900 

2,485,600 

Act No. 433, Year 2004 and Act No. 144, Year 2005 


- 

1,479,700 

1,004,600 

2,484,300 

Act No. 98, Year 1980 and Act No, 14, Year 1987 


414,000 

- 

- 

414,000 

Total Christmas Bonus 


19,963,000 

2,959,400 

2,010,500 

24,932,900 

Widows 






Act No. 158, Year 2003 


12,663,000 

1,038,666 

415,298 

14,116,964 

Act No, 169, Year 1968 


4,600,000 

- 

- 

4,600,000 

ActNo. 2, Year 1965 


60,000 

- 

- 

60,000 

ActNo, 82, Year 1941 

Act No. 135, Year 1975 


24,000 

- 

- 

24,000 

Act No. 33, Year 2002 -Jaime Benitez Widow Benefit 


20,000 

- 

- 

20,000 

Total Widows 


17,367,000 

1,038,666 

415,298 

18,820,964 

Medical Plan 






ActNo. 95, Year 1963 


60,000,000 

- 

- 

60,000,000 

ActNo. 155, Year 2003 


6,030,000 

1,479,700 

1,006,200 

8,515,900 

Total Medical Plan 


66,030,000 

1,479,700 

1,006,200 

68,515,900 

Others 






Act No. 124, Year 1993 - Pension increase 


426,000 



426,000 

Act No. 127, Year 1958 - Benefits for high-risk participants 

Act No. 208, Year 2000 - Difference between $200 increase or 


16,684,000 



16,684,000 

$1,000, whichever is lower 


5,000,000 



5,000,000 

Act No. 37, Year 1941 - Summer bonus 


8,083,000 



8,083,000 

Act No. 27, Year 1955 (Amended by Act 11, Year 1986) - 
Increase in death benefits 


3,000 



3,000 

Act No. 524, Year 2004 - $250 increase in death benefits and 
Act No, 548, Year 


399,000 



399,000 

Act No. 23, Year 1983 - Pension increase < $3,600 


1,436,000 



1,436,000 

Act No. 156, Year 1941 - $300 minimum pension increase 


13,276,000 

708,789 

3,487,229 

17,472,017 

Act No. 72, Year 1956 - Cultural travel loans (ASR) 

Act No. 6 and 7, Year 1950 - Benefits for participants of mass 


372,000 



372,000 

migration 


12,000 



12,000 

Additional Asignment 


42,900,000 



42,900,000 

Total Others 


88,591,000 

708,789 

3,487,229 

92,787,017 

Total Special Laws 

$ 

221,198,000 $ 

15,690,567 $ 

8,921,738 $ 

245,810,305 
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Exhibit 3 

Employees Retirement System of Puerto Rico 
Detailed Cost Analysis by Special Law (2006-2007) 






Estimated 



Total Estimated 



Estimated OOP 


Coroorations 

Estimated Municipalities 

Special Laws 



2006 - 2007 


2006 - 2007 


2006 - 2007 

2006-2007 

cou 








Act No. 10, Year 1992 

$ 

4,203,000 

$ 

- 

$ 

- $ 

4,203,000 

Act No. 207, Year 1995 


- 


972,817 


274,108 

1,246,925 

Act No. 40, Year 2001 


21,717,000 


2,492,896 


771,302 

24,981,198 

Act No. 157, Year 2003 


- 


4,070,211 


1,246,151 

5,316,362 

Act No. 35. Year 2007 


- 


- 


- 

- 

Act No. 41, Year 2001 


500,000 


- 


- 

500,000 

Act No. 134, Year 1996 


415,000 


- 


- 

415,000 

Act No. 221, Year 1998 


- 


1,574,730 


- 

1,574,730 

Total COLA 


26,835,000 


9,110,655 


2,291,561 

38,237,216 

Christmas Bonus 








Act No. 109, Year 1997 


28,200,000 


- 


- 

28,200,000 

Act No. 159, Year 2003 


_ 


1,448,400 


981,200 

2,429,600 

Act No. 433, Year 2004 and Act No. 144, Year 2005 


- 


1,448,400 


982,500 

2,430,900 

Act No. 98, Year 1980 and Act No. 14, Year 1987 


414,000 


- 


- 

414,000 

Total Christmas Bonus 


28,614,000 


2,896,800 


1,963,700 

33,474,500 

Widows 








Act No. 158, Year 2003 


9,513,000 


1,038,666 


414,213 

10,965,878 

Act No. 169, Year 1968 


4,600,000 


_ 


- 

4,600,000 

Act No. 2, Year 1965 


60,000 




- 

60,000 

Act No. 82, Year 1941 


24,000 




- 

24,000 

Act No. 135, Year 1975 


- 


- 


- 


Act No. 33, Year 2002 -Jaime Benitez Widow Benefit 


20,000 





20,000 

Total Widows 


14,217,000 


1,038,666 


414,213 

15,669,878 

Medical Plan 








Act No. 95, Year 1963 


84,500,000 


- 


- 

84,500,000 

Act No. 155, Year 2003 


6,400,000 


1,448,400 


980,900 

8,829,300 

Total Medical Plan 


90,900,000 


1,448,400 


980,900 

93,329,300 

Others 








Act No. 124, Year 1993 - Pension increase 


426,000 





426,000 

Act No. 127, Year 1958 - Benefits for high-risk participants 

Act No. 208, Year 2000 - Difference between $200 increase or 


17,000,000 





17,000,000 

$1,000, whichever is iower 


6,000,000 





6,000,000 

Act No. 37, Year 1941 - Summer bonus 


8,880,000 





8,880,000 

Act No. 27, Year 1955 (Amended by Act 11, Year 1986) - 
Increase in death benefits 


3,000 





3,000 

Act No. 524, Year 2004 - $250 increase in death benefits and 
Act No. 548, Year 


300,000 





300,000 

Act No. 23, Year 1983 - Pension increase < $3,600 


1,436,000 





1,436,000 

Act No. 156, Year 1941 - $300 minimum pension increase 


12,760,000 


700,112 


3,433,883 

16,893,995 

Act No. 72, Year 1956 - Cultural travel loans (ASR) 

Act No. 6 and 7, Year 1950 - Benefits for participants of mass 


650,000 





650,000 

migration 


12,000 





12,000 

Total Others 


47,467,000 


700,112 


3,433,883 

51,600,995 

Total Special Laws 

$ 

208,033,000 

$ 

15,194,632 

$ 

9,084,257 $ 

232,311,890 
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Exhibit 3 

Employees Retirement System of Puerto Rico 
Detailed Cost Analysis by Special Law (2007-2008) 





Estimated 


Total Estimated 



Estimated OOP 

Coroorations Estimated Municipalities 

Soecial Laws 



2007 - 2008 

2007 - 2008 

2007 - 2008 

2007 - 2008 

COLA 






Act No. 10, Year 1992 

$ 

4,267,000 $ 

- $ 

- $ 

4,267,000 

Act No. 207, Year 1995 



1,156,530 

418,263 

1,574,792 

Act No, 40, Year 2001 


41,567,000 

4,458,409 

1,415,432 

47,440,841 

Act No. 157, Year 2003 


- 

4,519,890 

1,521,935 

6,041,825 

Act No. 35, Year 2007 


- 

5,537,768 

1,641,943 

7,179,710 

Act No. 41, Year 2001 


597,000 

- 

- 

597,000 

Act No. 134, Year 1996 


489,000 

_ 

- 

489,000 

Act No. 221, Year 1998 


- 

1,749,974 

- 

1,749,974 

Total COLA 


46,920,000 

17,422,570 

4,997,572 

69,340,143 

Christmas Bonus 






Act No. 109, Year 1997 


28,200,000 

- 

- 

28,200,000 

Act No, 159, Year 2003 


- 

1,717,700 

1,097,500 

2,815,200 

Act No. 433, Year 2004 and Act No. 144, Year 2005 



1,717,700 

1,097,500 

2,815,200 

Act No. 98, Year 1980 and Act No, 14, Year 1987 


414,000 

- 

- 

414,000 

Total Christmas Bonus 


28,614,000 

3,435,400 

2,195,000 

34,244,400 

Widows 






Act No. 158, Year 2003 


7,326,000 

1,018,372 

368,911 

8,713,283 

Act No. 169, Year 1968 


4,600,000 

- 

- 

4,600,000 

Act No. 2, Year 1965 


51,000 

- 

- 

51,000 

Act No. 82, Year 1941 


12,000 

- 

- 

12,000 

Act No, 135, Year 1975 


- 

- 

- 


Act No. 33, Year 2002 -Jaime Benitez Widow Benefit 


20,000 



20,000 

Total Widows 


12,009,000 

1,018,372 

368,911 

13,396,283 

Medical Plan 






Act No. 95, Year 1963 


87,500,000 

- 

- 

87,500,000 

Act No. 155, Year 2003 


6,309,000 

1,530,638 

921,786 

8,761,424 

Total Medical Plan 


93,809,000 

1,530,638 

921,786 

96,261,424 

Others 






Act No. 124, Year 1993 - Pension increase 


406,000 



406,000 

Act No. 127, Year 1958 - Benefits for high-risk participants 

Act No. 208, Year 2000 - Difference between $200 increase or 


16,789,000 



16,789,000 

$1,000, whichever is lower 


5,587,000 



5,587,000 

Act No. 37, Year 1941 - Summer bonus 

Act No. 27, Year 1955 (Amended by Act 11, Year 1986) - 


9,483,000 



9,483,000 

Increase in death benefits 


1,000 



1,000 

Act No. 524, Year 2004 - $250 increase in death benefits and 
Act No. 548, Year 


236,000 



236,000 

Act No. 23, Year 1983 - Pension increase < $3,600 


1,399,000 



1,399,000 

Act No. 156, Year 1941 - $300 minimum pension increase 


12,401,000 

300,873 

1,070,404 

13,772,277 

Act No. 72, Year 1956 - Cultural travel loans (ASR) 

Act No. 6 and 7, Year 1950 - Benefits for participants of mass 


403,000 



403,000 

migration 


3,000 



3,000 

Total Others 


46,708,000 

300,873 

1,070,404 

48,079,277 

Total Special Laws 

$ 

228,060,000 $ 

23,707,853 $ 

9,553,673 $ 

261,321,526 
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Exhibit 3 

Employees Retirement System of Puerto Rico 
Detailed Cost Analysis by Special Law (2008-2009) 





Estimated 


Total Estimated 



Estimated OOP 

Coroorations Estimated Municioalities 

Soecial Laws 



2008 - 2009 

2008-2009 

2008 - 2009 

2008 - 2009 

COLA 






Act No. 10. Year 1992 

$ 

5,959,000 $ 

- $ 

- $ 

5,959,000 

Act No, 207, Year 1995 


- 

972,917 

360,334 

1,333,251 

Act No. 40, Year 2001 


33,990,000 

4,591,950 

1,316,298 

39,898,248 

Act No. 157, Year 2003 


- 

4,642,821 

1,397,653 

6,040,474 

Act No. 35, Year 2007 


- 

6,195,013 

2,985,579 

9,180,592 

Act No. 41, Year 2001 


691,000 

- 

- 

691,000 

Act No. 134, Year 1996 


500,000 

- 

- 

500,000 

Act No. 221, Year 1998 


- 

1,552,509 

- 

1,552,509 

Total COLA 


41,140,000 

17,955,211 

6,059,864 

65,155,075 

Christmas Bonus 






Act No. 109, Year 1997 


37,650,000 

- 

- 

37,650,000 

Act No. 159, Year 2003 



1,191,100 

1,810,414 

3,001,514 

Act No. 433, Year 2004 and Act No. 144, Year 2005 


- 

1,777,205 

1,192,500 

2,969,705 

Act No. 98, Year 1980 and Act No. 14, Year 1987 


414,000 

- 

- 

414,000 

Total Christmas Bonus 


38,064,000 

2,968,305 

3,002,914 

44,035,219 

Widows 






Act No. 158, Year 2003 


7,500,000 

589,860 

168,425 

8,258,285 

Act No. 169, Year 1968 


5,880,000 

. 

- 

5,880,000 

Act No. 2, Year 1965 


51,000 


- 

51,000 

Act No. 82, Year 1941 


12,000 


- 

12,000 

Act No. 135, Year 1975 



_ 

- 


Total Widows 


13,443,000 

589,860 

168,425 

14,201,285 

Medical Plan 






Act No. 95. Year 1963 


90,000,000 

- 

- 

90,000,000 

Act No. 155, Year 2003 


7,552,000 

2,062,867 

1,206,200 

10,821,067 

Total Medical Plan 


97,552,000 

2,062,867 

1,206,200 

100,821,067 

Others 






Act No, 124, Year 1993 - Pension increase 


400,000 



400,000 

Act No. 127, Year 1958 - Benefits for high-risk participants 

Act No, 208, Year 2000 - Difference between $200 increase or 


17,000,000 



17,000,000 

$1,000, whichever is lower 


5,500,000 



5,500,000 

Act No. 37, Year 1941 - Summer bonus 

Act No. 27, Year 1955 (Amended by Act 11, Year 1986) - 


10,200,000 



10,200,000 

Increase in death benefits 


1,000 



1,000 

Act No. 524, Year 2004 - $250 increase in death benefits and 
Act No. 548, Year 


400,000 



400,000 

Act No. 23, Year 1983 - Pension increase < $3,600 


1,370,000 



1,370,000 

Act No. 156, Year 1941 - $300 minimum pension increase 


12,400,000 

179,669 

211,057 

12,790,726 

Act No. 72, Year 1956 - Cultural travel loans (ASR) 


620,000 



620,000 

Act No. 6 and 7, Year 1950 - Benefits for participants of mass 
migration 


3,000 



3,000 

Total Others 


47,894,000 

179,669 

211,057 

48,284,726 

Total Special Laws 

$ 

238,093,000 $ 

23,755,911 $ 

10,648,460 $ 

272,497,371 
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Exhibit 3 

Employees Retirement System of Puerto Rico 
Detailed Cost Analysis by Special Law (2009-2010) 





Estimated 


Total Estimated 



Estimated OOP 

Coroorations Estimated Municioalities 

Soecial Laws 



2009 - 2010 

2009 - 2010 

2009-2010 

2009 - 2010 

COLA 






Act No, 10, Year 1992 

$ 

7,066,000 $ 

- $ 

- $ 

7,066,000 

Act No. 207, Year 1995 


- 

1,354,292 

425,209 

1,779,501 

Act No. 40, Year 2001 


33,786,000 

2,748,362 

761,427 

37,295,789 

Act No. 157, Year 2003 


- 

3,693,387 

914,145 

4,607,532 

Act No. 35, Year 2007 


- 

5,570,044 

2,268,385 

7,838,429 

Act No. 41, Year 2001 


629,000 

- 

- 

629,000 

Act No. 134, Year 1996 


462,000 

- 

- 

462,000 

Act No. 221, Year 1998 


- 

1,552,448 

- 

1,552,448 

Total COLA 


41,943,000 

14,918,533 

4,369,166 

61,230,699 

Christmas Bonus 






Act No. 109, Year 1997 


34,862,000 

- 

- 

34,862,000 

Act No. 159, Year 2003 


- 

1,728,300 

1,343,100 

3,071,400 

Act No. 433, Year 2004 and Act No. 144, Year 2005 


- 

1,728,300 

1,343,100 

3,071,400 

Act No. 98, Year 1980 and Act No. 14, Year 1987 


414,000 

- 

- 

414,000 

Total Christmas Bonus 


35,276,000 

3,456,600 

2,686,200 

41,418,800 

Widows 






Act No. 158, Year 2003 


9,553,000 

3,334,631 

1,293,359 

14,180,991 

Act No, 169, Year 1968 


8,481,000 


- 

8,481,000 

Act No. 2, Year 1965 


51,000 

- 

- 

51,000 

Act No. 82, Year 1941 


12,000 

- 

- 

12,000 

Act No. 135, Year 1975 


- 


- 


Total Widows 


18,097,000 

3,334,631 

1,293,359 

22,724,991 

Medical Plan 






Act No, 95, Year 1963 


85,755,000 

- 

- 

85,755,000 

Act No. 155, Year 2003 


8,000,000 

1,746,800 

1,356,600 

11,103,400 

Total Medical Plan 


93,755,000 

1,746,800 

1,356,600 

96,858,400 

Others 






Act No. 124, Year 1993 - Pension increase 


386,000 



386,000 

Act No. 127, Year 1958 - Benefits for high-risk participants 

Act No, 208, Year 2000 - Difference between $200 increase or 


17,000,000 



17,000,000 

$1,000, whichever is lower 


6,153,000 



6,153,000 

Act No, 37, Year 1941 - Summer bonus 


10,400,000 



10,400,000 

Act No, 27, Year 1955 (Amended by Act 11, Year 1986) - 
Increase in death benefits 


- 



- 

Act No. 524, Year 2004 - $250 increase in death benefits and 
Act No. 548, Year 


473,000 



473,000 

Act No. 23, Year 1983 - Pension increase < $3,600 


1,328,000 



1,328,000 

Act No. 156, Year 1941 - $300 minimum pension increase 


11,559,000 

425,610 

1,928,038 

13,912,648 

Act No. 72, Year 1956 - Cultural travel loans (ASR) 

Act No. 6 and 7, Year 1950 - Benefits for participants of mass 


521,000 



521,000 

migration 


2,000 



2,000 

Total Others 


47,822,000 

425,610 

1,928,038 

50,175,648 

Total Special Laws 

$ 

236,893,000 $ 

23,882,174 $ 

11,633,363 $ 

272,408,537 
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Exhibit 4 



Exhibits 

Select List of ERS Personnel (2004 - 2008) 


Relevant Area of Responsibility 


ERS Board of Trustees (BOT) 
Alfredo Salazar Conde 

Anqel A. Ortiz Garda 
Angel M, Castillo Rodriguez 

Angel U. Castillo Rodriguez 

^gel M. Castillo Rodriguez 
Antonio Faria Solo 

Baitara Sanfiorenzo Zaragoza 
Carlos J. Rosa Jimenez 

Debralee Canazana 

Emmalind Garcia Garcia 


Jorge Irizarry Herrans 

Jorge Irizarry Herrans 
Jose G. Dawla Matos 
Juan A. Rores Galarza 

Juan C. Mendez Torres 
Luisa Herrera Jmenaz 


Luisa Henera /imsf«z 
Luz Nsbel'WardGZ'CoiOTi 


Marla Bsilran &>r;ea 
Mana Vera Ranirez 
Maria Vera Rarrersz 

Robert E. Aqdra Gn/da 

Robert E Aqiino.Gaica 
Robert E. Aquir^a Garcra 

Roberto E. Atfire Ga-na 


Roberto Sant-agv 
Roberto Santiago Ccnc&l 

Rosa Castro Rr^a 


Rosa Castro Rivera 
Rosa Castro Rh-ers 


Wiliam Lockwood Benei 


Title / Position 

Acting Chairman of the GDB; Vice 
President of the BOT 
Secretary, Treasury Department 
Commissioner ol Municipal Affairs: 
Chairman of the BOT 
Commissioner of Municipal Affairs, Vice 
Chairman of the BOT 
Commissioner of Municipal Affaire 
President of GDB; Vice Chairman of the 
BOT 

Commissioner for Municipal Affairs 
Director ol Human Resources Office of 
the Commonwealth of Puerto Rico 
Acting director of Human Resources, 
Office of the Commonwealth of PR 
Administrator, Centra! Advisory Office fc 
Education and Human Resource 
Administration: Secretary of the BOT 
interim presidenL GDB: Vice Chairman 
c^ the BOT 

FT^denl. GDB; Chairman of the BOT 

Seasary of Treasury 

Secretary of Treasury. Chairman of the 

Board of Tmstees 

Secretary of Treasury 

Spedai Assistant, Department of 

Tran^ortation and Public Works: 

Seceiarv of BOT 

Spedai Assistant. Department of 

Transcrtctbn and Public Works 

Aaing-Directof of the Human Resource; 

Cilice d the Commonwealth of PR 

£-j5ctor d the Human Resources Office 
a' the Commonwealth 
Direaor d the Human Resources Office 
d the Commonwealth 
Execuu^'e AssistanL Secretary of 
f-t-snagarnem and Development- 
RecKssercHliyaztarticiDant 
Mrsnbfy Repreentaiive - Pensioners; 
c{ the BOT 

'■‘errmsr Represerlative - Pensioners 
Pres-d-^a. Faisioner’s Association; 
M-Bmxa'Reyieseniaiive - Pensioners 
7='es--'i:rt rJ the Association of 
Representative of 

Seaetary of General Affairs. 
DtvCrtrmst of Labor; Represenladve - 
-Erttcca.’-as 

Inspector, Office of Inspector 
vcozrt-vs-e. Representative - 
Parlccartts 

Assiaant, Administration of 
Development and 
IrrcTzvemaTts; Representative • 
oartiaoanis 
Secretary to the BOT 
Er-earK-e Assistant to the Secretary for 
Management and Development 
’Zaragerria-Tt d Developers and Home 
improvemani; Representative - 
Pamdoanis: Secretarv of the BOT 
President of die GDB; Vice Chairman of 
•JieEnT 


Pension 

Obligation Bonds Personal Loans 


Accounts 

Receivable 



X 

X 

X 






X 

X 


X 

X 






X 


X 




X 





X 







X 





X 



X • ore 6104 








X-8/29/07 






X 





X 

X 






X 

X 

X 


X - post 6/04 

X 




X 







X 












X 







X 

X 



X 









X 




X 

X 


X 

X 





X 

X 

X 



X 






X 






X 


X 





Representative from the Ofiias of the Bcerd cf Trustees 
Martza Inde Figusoa C-sn^d Counsel of the BOT 


Representative fEoas.lfes-EiJS.Aduii 


Harold Gonzalez Rosado 

AdnmstratQr 

Jose L Mairoy Gcrtzaqts 

Dsp^y-Adrsnistralor 

Jose L Villafane Ramoo 

Asssters Ivtenager 

Jose 0. Reyes Portabcn 

As-sstaru Dtf ect'or for Finance and 
irr.^stmcnts 

Jose Siema Mrxales 

Deputy Administrator 

Juan Cancel Alegris 

Aihtasiratof 

Luis Wvarez Miranda 

Director. Office of investment and 
Artuaria! Studies 

Luis Garda Lopez 

Dreaor. Investment and Actuarial 
Stuiss Office 

MarLsol Marchand C^tto 

Admmisirator 

Minia Gonzalez AK-araz 

Actirg Admnstrator 

Ramon Rodriguez Ortega 

Deputy Administrator 

Roberto Rivera Cruz 

Deputy Administrator 






X • July 200B 



X 

X 

X 



X 







X 

X 






X 

X 

X 

X 




X 






X 

X 









X 

X 






X 

X 





Note: 

2004 - 2009 informalnn based on monlhij roeedng minutes of the Board of Trustees - ERS 
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ExhibiU 

Se[ect List of GDB Personnel (2005 - 2008) 


Relevant Area of Responsibility 



Title / Position 

Board of Directors - GOB 

Aifredo Salazar-Conde 

Chairman 

Ana 1. Vila-Daviia 

Member 

Armando Valdes Prieto 

Member 

Ernesto A. Melendez-Perez 

Member 

ileana 1. Fas-Pacheco 

Member 

Jorge P. Silva-Puras 

Member 

Jose F. Rodrigues-Parello 

Vice Chairman 

Jose G. Davila Matos 

Member 

Juan C. Mendez-Toires 

Member 

Luis A. Aviles-Pagan 

Vice Chairman 

Rafael F. Martinez-Margarida 

Member 

Rafael F. Martinez-Margarida 

Chairman 

Officers of the Board - GDB 

Olga L. Oniz-Guadalupe 

Secretary 

Minia Gozalez-Alvarez 

Assistant Secretary 


Officers of the Bank - GDB 
Alfredo Salazar-Conde 
Alfredo Salazar-Conde 
Ana E. Torres 
Hugo Diaz-Molini 


Acting President 
President 

Assistant Vice President 
Executive Vice President and Treasurer 


Jorge Irizany-Herrans 
Jorge Irizarry-Herrans 
Jcxge Irizarry-Herrans 
Jose G. Davila 
Luis Aifaro Martinez 
Minia Gozalez-Alvarez 
Minia Gozalez-Alvarez 
William Lockwood-Benet 


Executive Vice President 
Acting President 
President 

Executive Vice President 
Vice President 
Senior Vice President 
Acting Genera! Counsel and SVP 
President 


2005 2006 2007 2008 


Pension Accounts 

Oblioation Bonds Personal Loans Receivable 


X 

X 

X- until 12/4/07 





X 




X 

X 

X 

X 

X 

X 




X 

X 

X 

X 

X 

X 




X - as of 8/OS 

X 

X 

X 

X 

X 




X 

X 

X 

X 

X 




x-as of12/07 

X 



X 





X 

X - before 8/07 




X 

X 

X 

X 

X 


X 

X 





X - as of 8/07 




X-as of 12/07 

X 

X 







X 

X 

X 




X - as of 6/OB 

X 


X - resiqned 





Notes 

(a) All 2005 designations based on MIOIO - various resolutions 
All 2006 designations based on M1032 - various resolutions 

(c) All 2007 designations based on M1049 - various resolutions 

(d) 2008 designations based on ERS meeting minutes and Ml 076 GDB BOD meeting minutes 
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Exhibit 4 

Select List of Other Parties of Interest {2007 - 2008) 


Role 

Merrill Lynch 
4 World Financial Cenler 
250 Vessey Sireet, 9ih Floor 
New York, NY 10080 

UBS Financial Services 
Incorporated of PR 
9!h Floor American Inlernational 
254 Munoz Rivera Avenue 
San Juan, PR 00918 

DEPFA Bank Co-Senior Manager 

623 Fifth Avenue 
22nd Floor 
New York. NY 10022 

First Albany Capital Co-Senior Manager 

One Penn Plaza, 4Hrid Floor 
NewYork, NY 10119 


Lead Bookrunner & 
Senior Manager 


Lead Bookrunner & 
Senior Manager 


UBS Investment Consultants Investment Consultants 

of Puerto RiK) / 

UBS PR Consulting 


Mesirow Rnancia! f Insnciaf Advisor to GDB 

350 North Clark Strea 
Chicago, IL6061Q 


Fiddler Gonzalez and Rodriguez Borrd Counsel 

254 Munoz Rivera Ave, 6th Freer 
Hato Rey, Puerto Rico 00913 

O’Neill & Borges Under w ri te rs Counsel 

American International Plaza 
250 Muhoz Riva-a Avta. ShjSi.- c(Xj 
San Juan, Pueno Rico iX3TS' i3T3 

Sidley Austin LLP L'r^Jcnwfe^s Counsel 

787 Seventh Avc-nuc- 
NewYork, NY lOOlS 


_ Relevant Area of Responsibility _ 

Pension Accounts 

2005 2006 2007 2003 Obliqation Bonds Personal Loans Receivable 




Note: 

2007 - 2008 infcH-ma'jo-n isasaa PGS T -TC Plan included In woiting papers provided by the GDB 
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Gobierno de Puerto Rico 

ADMINISTRACION DE LOS SISTEMAS DE RETIRO DE 
LOS EMPLEADOS DEL GOBIERNO Y LA JUDICATURA 



18 de octubre de 2010 
Contacto; Carlos Ramos Domenech 
(787) 431-6847 / (787) 753-8757 

cramosdomenechgvahoo.com : cramos(Sasr.gobierno.pr 

Comunicado de prensa 

Referido a Justicia, Etica y el Contralor por malos manejos en Sistemas de Retiro 

Informe independiente sehala posibles violaciones de responsabilidad fiduciaria de parte de pasados 
Administradores de Retiro y pasados presidentes del Banco Gubernamental de Fomento 

San Juan, P.R. -El administrador de los Sistemas de Retiro del Gobierno y la Judicatura, Hector Mayol 
Kauffmann, refirio en el dia de hoy al Departamento de Justicia, a la Oficina de Etica Gubernamental, a la 
Oficina del Contralor y a las comisiones correspondientes de Camara y Senado, los hallazgos del Informe 
Independiente Sobre los Eventos y Decisiones que Han Causado la Crisis Financiera de los Sistemas de Retiro 
de Empleados del Gobierno de Puerto Rico. 

En su conclusion, el informe nombra a varies funcionarios de la pasada administracion del Gobernador Anibal 
Acevedo Vila como los responsables de una serie de decisiones que han puesto en serio peligro la salud 
financiera de los Sistemas de Retiro y, por lo tanto, su capacidad de pagarle los beneficios de retiro a los 
pensionados en el future. 

La firma independiente de consultores financieros especializados en evaluaciones y analisis forenses Conway 
MacKenzie realize un minucioso estudio sobre las causas que llevaron al Sistema de Retire a la crisis que ahora 
enfrenta y concluyo que aunque una serie de factores han contribuido al deterioro de la solidez financiera del 
sistema a traves de su historia, las decisiones de los funcionarios que estuvieron a cargo entre el 2004 y el 
2008 agravaron significativamente la situacion. 

"Aunque la combinacion de los beneficios bajo la Ley 447, Leyes Especiales y procedimientos inadecuados de 
capitalizacion han resultado en un deterioro significative del nivel de capitalizacion del Sistema de Retire a 
traves de sus 60 anos de historia, ciertas decisiones recientes de parte de aquellos responsables por el manejo 
y la supervision del Sistema han exacerbado el problema", reza el informe. 

En particular, el informe senala que del 2004 al 2008 ni la Junta de Smdicos ni la gerencia del Sistema de Retire 
atendieron su creciente insuficiencia actuarial, que quiere decir que el Sistema no tiene suficiente dinero para 
pagar todos los beneficios que tendn'a que pagar en el future. 

Ademds, durante el mismo perfodo se aprobaron una serie de Leyes Especiales que aumentaron los beneficios 
sin identificar fuentes de fondos de los cuales poder pagar dichos beneficios. El informe tambien critica la 
implantacion de una serie de ventanas de retire temprano sin que las agendas concernidas tuvieran el dinero 
para pagar los correspondientes beneficios de retire. 



Pero las criticas mas fuertes en el Informe independiente estan dirigidas a las decisiones de la gerencia del 
Sistema de Retiro—en particular de sus Administradores Juan Cancel Alegria, Minia Gonzalez Alvarez y Harold 
Gonzalez, asi como de los pasados presidentes del Banco Gubernamental de Fomento ("BGF") Alfredo Salazar 
y Jorge Irizarry—en cuanto a subir el balance maximo de prestamos personales, asi como la controvertible 
emision de $3,000 millones en bonos de obligacion de pension ("POB", por sus siglas en ingles). 

Segun el informe, la decision de subir de $5,000 a $15,000 el maximo que los miembros del Sistema pueden 
coger en prestamos personales ha erosionado significativamente la liquidez del Sistema de Retiro. Por otro 
lado, la controvertible transaccion de los $3,000 millones en bonos de obligacion de pension, en lugar de 
reducir el deficit actuarial del Sistema, lo que ha hecho es empeorar la situacion financiera del mismo. 

"Este estudio que se acaba de recibir sera referido a las autoridades correspondientes en el dia de hoy, dado a 
que el mismo recomienda una investigacion a profundidad que solo pueden llevar a cabo las autoridades 
pertinentes. En particular, el mismo informe recomienda una investigacion mas profunda sobre el proceso de 
analisis llevado a cabo para apoyar la decision de emitir $3,000 millones en bonos de obligacion de pension en 
el ano 2008, ya que el informe senala que la transaccion de $3,000 millones en POBs fue no solamente mal 
concebida y especulativa como mecanismo para mejorar el nivel de capitalizacion del Sistema, sino que la 
misma puede haber conllevado violacion de las responsabilidades fiduciarias tanto de la gerencia del Sistema 
de Retiro como de su Junta de Sindicos, y eso es bien serio", afirmo Mayol. 

Mayol explico que segun la documentacion y los informes revisados, la firma Conway MacKenzie entiende que 
la gerencia de la Administracion de los Sistemas de Retiro, el BGF como agente fiscal y sus respectivas Juntas 
de Directores, no analizaron ni entendian en su totalidad las posibles repercusiones que tenia esta emision de 
bonos riesgosa y totalmente especulativa. Peor aun, el hallazgo mas sorprendente fue la decision del Gobierno 
de continuar con dicha emision a pesar de las muchas senales existentes que evidenciaban que la 
implantacion de esta estrategia seria dificultosa y hasta imposible. 

El informe tambien pone al descubierto aparentes irregularidades en la documentacion de dicha transaccion 
toda vez que no aparecen las minutas de reuniones claves de la Junta de Directores del BGF asi como de su 
Comite Ejecutivo en las cuales se habria discutido la transaccion de los $3,000 millones en POBs. Asi mismo, 
tampoco aparece un alegado informe que pudiera haber preparado la firma Mesirow Financial, asesor 
financiero al BGF para esta transaccion. 

Entre los oficiales y directores responsables de tomar estas decisiones fueron Alfredo Salazar Conde y Jorge 
Irizarry Herrans del Banco Gubernamental de Fomento, Juan Cancel Alegria, Minia Gonzalez Alvarez y Harold 
Gonzalez de los Sistemas de Retiro y Jose G. Davila Matos y Juan C. Mendez Torres del Departamento de 
Hacienda. 
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Gobierno de Puerto Rico 
ADMINISTRACION DE LOS SISTEMAS DE RETIRO 
DE LOS EMPLEADOS DEL GOBIERNO Y LA JUDICATURA 
PO BOX 42003 • SAN JUAN, PR 00940-2203 


18 de octubre de 2010 


Hon. Guillermo Somoza Colombani 
Secretario 

Departamento de Justicia 

Apartado 90220192 

San Juan, Puerto Rico 00902 

Estimado senor Secretario: 

H 30 de junio de 2010, la Administracion de los Sistemas de Retiro de los 
Empleados del Gobierno y la Judicatura (“Administracion”) y e! Banco 
Gubernamental de Fomento para Puerto Rico (“BGF”) solicitaron los servicios de 
la firma de contabilidad forense Conway MacKenzie, Inc. (“Conway”) con el 
pfoposito de investigar las causas que han agravado la crisis actuarial que 
afecta al Sistema de Retiro de los Empleados de Gobierno (“Sistema”) en los 
ultimos afios. 

Luego de un proceso de recopilacion y analisis de la informacion suministrada 
por directives de la Administracion y el BGF sobre varies asuntos que pueden 
haber agravado la situacion actuarial del Sistema, Conway presento un informe 
detallando los hallazgos que obtuvieron de su investigacion (“Informe de 
Hallazgos”). 

Del Informe de Hallazgos, se desprende que la gerencia de la Administracion, la 
Junta de Sindicos del Sistema y la Junta de Directores del BGF, pudieron haber 
actuado de manera ilegal o antietica referente al manejo y toma de decisiones 
pertinentes a varias transacciones que afectaron a los actives del Sistema en 
contravencion a los Artlculos 4-102 (Facultades y Deberes de la Junta) y 4-103 
(Facultades y Deberes del Administrador) de la Ley 447 de 15 de mayo de 1951, 
segun enmendada; la Ley 113 de 25 de mayo de 2006, segun enmendada (Ley 
para la Reforma Fiscal de 2006); y/o cualquier otra ley o reglamento aplicable. 
Por lo cual, es nuestra obligacion referirles copia del Informe de Hallazgos para 
su analisis, estudio y accion correspondiente. (Vease Anejo) 

El Exhibit Num. 4 del Informe de Hallazgos presenta una relacion de los 
miembros de la gerencia de la Administracion, Junta de Sindicos del Sistema y 
Junta de Directores del BGF, con su participacion en las transacciones o toma 
de decisiones detalladas en el Informe de Hallazgos. 
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A tono con lo anterior, recabamos su cooperacion en este asunto que es de 
suma importancia para el Sistema. 

Estamos a su disposicion para proveerle cualquier informacion que le sea de 
utilidad en los tramites del presente caso. 

Atentamente, 


Administrador 



Hector M. Mavol Kauffma 


Anejo 

C Hon. Luis G. Fortuno Burset, Goberiiador 

Hon. Tomas Rivera Schatz, Presidente del Senado 

Hon. Jennifer Gonzalez Colon, Presidenta de la Camara de Representantes 



Goblemode Puerto Rico 
ADMINISTRACION DE LOS SISTEMAS DE RETIRO 
DE LOS EMPLEADOS DEL GOBIERNO Y LA JUDICATURA 
PO BOX 42003 » SAN JUAN, PR 00940-2203 


18 de octubre de 2010 


CPA Yesmin M. Valdivieso 

Contralora 

Oficina del Contralor 

105 Ave. Ponce de Leon 

San Juan, Puerto Rico 00917-1136 

Estimada senora Contralora: 

El 30 de junio de 2010, la Administracion de los Sistenoas de Retiro de los 
Empleados del Gobierno y la Judicatura (“Administracion”) y el Banco 
Gubernamental de Fomento para Puerto Rico (“BGF”) solicitaron los servicios de 
la firma de contabilidad forense Conway MacKenzie, Inc. (“Conway") con el 
proposito de investigar las causas que ban agravado la crisis actuarial que 
afecta al Sistema de Retire de los Empleados del Gobierno (“Sistema”) en los 
ultimos anos. 

Luego de un proceso de recopilacion y analisis de la informacion suministrada 
por directives de la Administracion y el BGF sobre varies asuntos que pueden 
haber agravado la situacion actuarial del Sistema, Conway presento un informe 
detallando los hallazgos que obtuvieron de su investigacion (“Informe de 
Hallazgos”). 

Del Informe de Hallazgos, se desprende que la gerencia de la Administracion, la 
Junta de Sindicos del Sistema y la Junta de Directores del BGF, pudieron haber 
actuado de manera ilegal o antietica referente al manejo y toma de decisiones 
pertinentes a varias transacciones que afectaron a los actives del Sistema en 
contravencion a los Articulos 4-102 (Facultades y Deberes de la Junta) y 4-103 
(Facultades y Deberes del Administrador) de la Ley 447 de 15 de mayo de 1951, 
segun enmendada; la Ley 113 de 25 de mayo de 2006, segun enmendada (Ley 
para la Reforma Fiscal de 2006); y/o cualquier otra ley o reglamento aplicable. 
Por lo cual, es nuestra obligacion referirles copia del Informe de Hallazgos para 
su analisis, estudio y accion correspondiente. (Vease Anejo) 

El Exhibit Num. 4 del Informe de Hallazgos presenta una relacion de los 
miembros de la gerencia de la Administracion, Junta de Sindicos del Sistema y 
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Junta d© Directores del BGF, con su participacion en las transaccion6S o toma 
de decisiones detalladas en el Informe de Hallazgos. 

A tono con lo anterior, recabamos su cooperacion en este asunto que es de 
suma importancia para el Sistema. 

Estamos a su disposicion para proveerle cualquier informacion que le sea de 
utilidad en los tramites del presente case. 

Atentamente, 


Hector M. Mayol Kauffmann 
Administrador 

Anejo 

C Hon. Luis G. Fortufio Burset, Gobernador 

Hon. Tomas Rivera Schatz, Presidente del Senado 

Hon, Jennifer Gonzalez Colon, Presidenta de la Camara de Representantes 



Gobiemo de Puerto Rico 
ADMINISTRACION DE LOS SISTEMAS DE RETIRO 
A ; DE LOS EMPLEADOS DEL GOBIERNO Y LA JUDICATURA 

R PO BOX 42003 • SAN JUAN, PR 00940-2203 


18 de octubre de 2010 


Lcda. Zulma R. Rosario 

Directora Ej'ecutiva 

Oficina de Etica Gubernamental 

Urb. Industrial El Parafso 

108 Calle Ganges 

San Juan, Puerto Rico 00926-2906 

Estimada seflora Directora: 

El 30 de junio de 2010, la Administracion de los Sistemas de Retiro de los 
Empleados del Gobierno y la Judicatura ("Administracion”) y el Banco 
Gubernamental de Fomento para Puerto Rico (“BGF”) solicitaron los servicios de 
la firma de contabilidad forense Conway MacKenzie, Inc, ("Conway”) con el 
proposito de investigar las causas que ban agravado la crisis actuarial que 
afecta al Sistema de Retiro de los Empleados del Gobierno (“Sistema”) en los 
ultimos anos. 

Luego de un proceso de recopilacion y an^lisis de la informacion suministrada 
por directives de la Administracion y el BGF sobre varies asuntos que pueden 
haber agravado la situacion actuarial del Sistema, Conway present© un informe 
detallando los hallazgos que obtuvieron de su investigacion (“Informe de 
Flallazgos”), 

Del Informe de Hallazgos, se desprende que la gerencia de la Administracion, la 
Junta de Sindicos del Sistema y la Junta de Directores del BGF, pudieron haber 
actuado de manera ilegal o antietica referente al manejo y toma de decisiones 
pertinentes a varias transacciones que afectaron a los actives del Sistema en 
contravencion a los Articulos 4-102 (Facultades y Deberes de la Junta) y 4-103 
(Facultades y Deberes del Administrador) de la Ley 447 de 15 de mayo de 1951, 
segun enmendada; la Ley 113 de 25 de mayo de 2006, segun enmendada (Ley 
para la Reforma Fiscal de 2006); y/o cualquier otra ley o reglamento aplicable. 
Por lo cual es nuestra obligacion referirles copia del Informe de Hallazgos para 
su analisis, estudio y accion correspondiente, (Vease Anejo) 

El Exhibit Num. 4 del Informe de Hallazgos presenta una relacion de los 
miembros de la gerencia de la Administracibn, Junta de Sindicos del Sistema y 
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Junta de Directores del BGF, con su participacion en las transacciones o toma 
de decisiones detalladas en el Informe de Hallazgos. 

A tono con lo anterior, recabamos su cooperacion en este asunto que es de 
suma importancia para el Sistema. 

Estamos a su disposicion para proveerie cualquier informacion que le sea de 
utilidad en los trdrnites del presente case. 

Atentamente, 


Hector M, Mayol Kauffmann 
Administrador 

Anejo 

C Hon, Luis G, Fortuno Burset, Gobernador 

Hon. Tomas Rivera Schatz. Presidente del Senado 

Hon. Jennifer Gonzalez Colon, Presidenta de la Camara de Representantes 



